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INTRODUCTION 

SINCE  the  passing  of  the  Joint-Stock  Companies' 
Acts  of  1862-64,  which,  with  earlier  measures,  greatly 
increased  the  facilities  for  the  investment  of  the 
people's  savings,  the  growth  of  the  business  of  deal- 
ing in  stocks  and  shares  has  been  enormous,  and 
the  general  knowledge  of  what  Stock  Exchange  busi- 
ness means  has  naturally  increased.  Probably  the 
increase  in  knowledge  has  been  more  marked  in  the 
last  twenty  years  than  in  any  other  similar  period 
since  1855,  when  the  first  Joint-Stock  Companies'  Act 
was  passed,  by  which  the  liability  of  shareholders 
was  limited  to  the  extent  of  their  stake  in  the  enter- 
prise. The  period,  too,  has  seen  the  issue  of  many 
books  explaining  the  work  of  the  Stock  Exchange 
and  the  meaning  of  price  movements,  and  it  has  seen 
also  an  important  increase  in  the  space  devoted  in 
the  Press  to  financial  matters. 

Even  now,  however,  there  is  much  misconception 
regarding  the  functions  of  the  Stock  Exchange,  and 
to  many  people  the  newspaper  columns  giving  the 
quotations  of  Public  Securities,  and  the  reason  for 
the  changes  in  them  from  day  to  day,  are  regarded 
in  the  same  light  as  uninteresting  advertisements. 

It  is  the  aim  of  this  book,  therefore,  to  explain  in 
the  simplest  possible  terms  what  the  Stock  Exchange 
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viii  INTRODUCTION 

is,  and  the  meaning  of  the  different  securities  dealt 
in.  The  attempt  has  been  made  before,  but  the 
results  appear  in  books  published  at  a  price  which 
puts  them  beyond  the  reach  of  many  readers,  and 
it  is  hoped  that  the  inclusion  of  such  a  work  hi  the 
People's  Books  will  do  something  to  enlarge  the  general 
knowledge  of  a  subject  which  to  many  is  a  source 
of  bewilderment. 

J.  F.  W. 

HENDON,  LONDON,  N,W. 
May,  1913. 


THE  STOCK  EXCHANGE 

CHAPTER   I 

EAELY  JOINT-STOCK  EXCHANGE 

THE  origin  of  the  business  of  buying  and  selling  stocks 
and  shares,  in  which  a  large  proportion  of  the  popula- 
tion of  this  country  is  now  directly  or  indirectly  in- 
terested, is  to  be  traced  to  the  creation  of  the  National 
Debt  towards  the  end  of  the  seventeenth  century.  It 
was  then  that  William  the  Third  introduced  a  system, 
which  his  Dutch  ancestors  had  found  useful  a  hundred 
years  earlier,  of  borrowing  money  at  interest  from  his 
subjects,  for  the  purpose  of  waging  war  and  subsi- 
dising other  nations  to  form  a  coalition  against  Louis 
XIV  of  France.  This  war  lasted  from  1689  to  1697, 
and  at  the  conclusion  of  the  Peace  of  Ryswick,  which 
ended  it,  the  National  Debt  amounted  to  14 J  millions 
sterling,  and  there  was  a  revenue  deficiency  of  5 
millions,  to  meet  which  more  debt  had  to  be  raised. 
Naturally,  the  debt  was  largely  held  by  the  Dutch,  and 
because  of  this  the  necessity  arose  for  an  agent  in 
England,  who  could  act  for  investors  in  Holland  in 
buying  or  selling  portions,  or  shares,  of  the  National 
Debt,  which  then  began  to  be  known  as  the  Stocks, 
or  Funds.  The  Dutch  were  keen  financiers,  and  were 
able  to  buy  stock  "for  time";  that  is  to  say,  any 
quantity  could  be  purchased  to  be  transferred  at  a 
future  time,  whether  the  price  of  the  stock  should  then 
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be  higher  or  lower  than  that  at  which  the  purchase 
was  made. 

In  this  way  originated  the  business  of  a  stockbroker, 
a  business  which  grew  with  the  National  Debt,  for  the 
expansion  in  the  latter  yearly  provided  more  stock 
in  which  the  public  could  invest  or  speculate.  The 
development  of  the  business  was  also  assisted  by  the 
creation  at  almost  the  same  time  of  the  first  big  joint- 
stock  companies. 

The  Bank  of  England  was  formed  in  1694,  in  order  to 
lend  its  capital  to  William  the  Third.  The  amount  was 
£1,200,000,  upon  which  the  Government  paid  8  per  cent, 
interest,  this  marking  an  important  step  in  the  progress 
of  Government  borrowing  from  a  few  individual  mer- 
chants to  the  issue  of  Government  stock  to  the  public. 
In  this  case  the  company,  in  order  to  lend  the  money, 
made  a  public  issue  of  its  stock,  which  was  available 
for  investors,  and  became  a  marketable  security.  It 
may  be  useful  here  to  make  a  digression  in  order  to  give 
the  origin  of  Lombard  Street,  a  term  which  for  many 
years  has  been  held  to  mean  the  money  market.  To 
quote  from  Old  Lombard  Street,  issued  by  the  Royal 
Insurance  Company  Limited :  "  By  name  and  reputa- 
tion it  is  the  best-known  thoroughfare  in  the  world, 
and  from  Norman  times  until  our  own  it  has  played 
an  important  part  in  English  history.  To  Lombard 
Street  it  was  that  our  kings  came  again  and  again  to 
be  financed  for  their  continental  wars,  even  as  their 
subjects,  encouraged  by  so  royal  a  lead,  came  up  in 
their  turn  to  be  lightened  of  their  humbler  fleeces,  and 
it  is  doubtful  whether  Crecy  and  Agincourt  would  ever 
have  been  fought  and  won  had  not  Edward  III  and 
Henry  V  been  enabled  to  obtain  funds  by  literally 
pledging  their  crowns  and  jewels  with  the  gold  mono- 
polists of  London.  From  very  early  times  the  Street 
seems  to  have  been  associated  with  monetary  dealings, 
and  was  the  spot  chosen  by  the  Goldsmiths  for  carry- 
ing on  their  craft. 

"  The  Elizabethan  historian,  Stow,  states  that  '  Lorn- 
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bard  Street  was  so  called  after  the  Longobards  or  Lom- 
bards and  other  merchants,  "  strangers  of  divers  nations," 
who  were  in  the  habit  of  assembling  there  twice  a  day.' 
In  course  of  time  they  did  a  large  trade  not  only  as 
Gold  and  Silver-smiths  but  in  money-lending  and  pawn- 
broking,  these  early  Goldsmiths  being  the  Financiers  or 
Bankers  of  the  period,  banking,  as  we  now  understand 
the  term,  being  in  those  days  an  unknown  science.  .  .  . 
The  Lombards  can  be  traced  in  London  as  early  as  the 
twelfth  century,  nor  was  it  until  midway  in  the  four- 
teenth that  our  own  Merchant  Princes  began  successfully 
to  compete  with  rivals  so  commercially  powerful  and 
well-organised.  In  1318  we  find  Edward  II  confirming  a 
land-grant  in  Lombard  Street  in  favour  of  the  Florentine 
Colony.  .  .  .  The  Lombards  adopted  the  sign  of  the 
three  golden  balls,  or  purses,  which  were  the  emblem  of 
St.  Nicholas,  the  Patron  Saint  of  Citizens,  Merchants, 
and  Mariners.  .  .  .  The  emblem  has  survived  in  the 
well-known  symbol  exhibited  outside  the  modern  pawn- 
broker's shop.  .  .  .  The  presence  of  these  leading  foreign 
traders  resulted  in  the  locality  becoming,  in  the  absence 
of  an  Exchange,  the  meeting-place  of  merchants ;  and 
in  1534  King  Henry  VIII  sent  his  letters  to  the  city 
for  the  making  of  a  new  Bourse  at  Leadenhall,  but  it 
was  decided  that  it  would  not  be  advisable  to  remove 
their  meetings  from  Lombard  Street  even  though,  as  it 
was,  *  merchants  must  be  contented  to  stand  and  walk 
in  the  rain  more  like  pedlars  than  merchants.'  .  .  . 
Among  their  legacies  to  England  it  would  be  ungenerous 
to  forget  the  contributions  made  by  them  to  our  com- 
mercial language,  since  it  is  to  the  Lombards  that  we 
owe  words  now  so  familiar  to  us,  as  '  debtor,'  «  creditor,' 
*  bankrupt,5  'cash,'  'journal,'  'ledger,'  'diary,'  and 
'£.  s.  d.'  (Lire,  soldi,  denari).  The  Goldsmiths  and 
Merchants  continued  to  meet  in  Lombard  Street  until 
the  22nd  December  1568,  when  they  began  to  congre- 
gate in  a  building  erected  for  the  purpose  in  Cornhill 
by  Sir  Thomas  Gresham,  called  the  '  Bourse,'  and 
later  named  by  Queen  Elizabeth  'The  Royal  Ex- 
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change,'  the  forerunner  of  the  present  building  of  that 
name." 

To  revert  to  the  early  joint-stock  companies,  the 
year  1711  saw  the  birth  of  the  South  Sea  Company,  the 
history  of  which  is  virtually  the  history  of  the  first 
Stock  Exchange  "boom."  It  was  a  Company  of 
merchants  of  Great  Britain  trading  to  the  South  Seas, 
and  other  parts  of  America.  The  Chancellor  of  the 
Exchequer  and  other  notable  men  being  among  its 
directors,  it  was  a  semi-State  affair,  and  the  State 
provided  a  force  for  its  protection.  The  trading  was 
chiefly  in  slaves,  which  were  obtained  from  the  coast  of 
Africa,  and  conveyed  to  Jamaica.  Harley  (Lord  Oxford) 
and  another  director  seem  to  have  been  most  active  in 
this  branch  of  the  business,  public  opinion  in  regard  to  the 
morality  of  which  was  not  what  it  afterwards  became. 

For  a  time  the  Company  was  so  successful  that  it 
conceived  a  plan  for  taking  up  the  burden  of  the 
National  Debt,  which  then  amounted  to  nearly  31 
millions.  The  scheme  met  with  public  favour,  and  the 
Bank  of  England  expressed  a  desire  to  share  in  it, 
while  the  effect  upon  the  Company's  stock,  which  was 
then  being  extensively  dealt  in,  was  to  raise  the  price 
from  130  to  300.  A  Bill  was  brought  into  Parliament 
to  authorise  the  project,  and  during  its  progress  the 
stock  rose  to  400.  The  Bill  was  passed  amidst  feverish 
excitement,  and  two  subscription  lists  for  additional 
capital  at  a  heavy  premium  were  quickly  closed. 

The  boom  culminated  with  the  quotation  of  the  stock 
at  £1200,  after  which  the  fall  was  rapid,  and  the  Bank 
of  England  had  to  come  to  the  Company's  assistance. 
Ultimately  the  stock  fell  to  below  100,  and  many 
hundreds  of  people  were  ruined.  A  Parliamentary 
Committee  inquired  into  the  matter,  and  found  that 
the  Company's  books  had  been  falsified  to  a  large 
extent,  and  that  fictitious  stock  had  been  distributed 
to  members  of  the  Government  to  assist  the  Bill 
becoming  law,  the  profit  of  the  Chancellor  of  the 
Exchequer  being  disclosed  as  approximately  £800,000. 
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During  the  boom  many  fortunes  were  made  and  lost. 
Gay,  the  poet,  at  one  time  might  have  made  £20,000  on 
some  shares  given  to  him,  but  missed  the  chance; 
while  Thomas  Guy,  through  successful  speculation  in 
South  Sea  Stock,  acquired  a  fortune  of  half  a  million 
sterling,  with  part  of  which  he  founded  the  well-known 
hospital  in  London  named  after  him.  The  temporary 
success  of  the  Company  led  to  the  creation  of  an 
enormous  number  of  other  joint-stock  concerns,  which 
in  many  instances  were  formed  on  the  flimsiest  pretexts 
— one,  for  instance,  was  called  "  A  Company  to  carry 
on  an  Undertaking  of  Great  Advantage,  but  Nobody 
to  know  What  it  is,"  each  subscriber  of  a  £2  deposit 
being  entitled  to  £100  per  annum.  Yet  so  great  was 
the  glamour  of  the  South  Sea  Bubble  that  this  ex- 
traordinary flotation  met  with  immediate  "  success," 
for  the  promoter  opened  his  office  in  Cornhill,  and 
before  he  shut  it  and  decamped  the  same  day  he  had 
secured  £3000  in  deposits  of  two  pounds. 

Among  other  companies  projected  at  that  time  was 
one  with  a  capital  of  a  million  to  provide  a  wheel  of 
perpetual  motion,  one  for  trading  in  human  hair, 
another  for  the  manufacture  of  square  cannon-balls  and 
bullets,  and  another  for  importing  jackasses  from  Spain 
to  improve  the  breed  of  mules.  Yet  another  took  for 
its  object  the  extracting  of  butter  from  beech-trees,  and 
another  designed  to  exploit  an  air-pump  for  the  brain ; 
while  it  is  curious  at  this  time  to  learn  that  other 
schemes  related  to  " insurance  on  servants"  and  "a 
flying  engine."  A  print  now  in  the  possession  of  a 
member  of  the  Stock  Exchange  gives  "a  list  of  ye 
Bubbles  with  the  prices  they  were  subscribed  at,  and 
what  each  sold  at  when  highest,  together  with  Satyrical 
Eppigrams  upon  each,  by  ye  author  of  ye  S.  Sea 
Ballad."  In  this  list  figures  two  names  familiar  to  this 
day,  the  Royal  Insurance  and  the  London  Assurance, 
though  certainly  these  would  not  now  be  included  in  a 
catalogue  of  doubtful  propositions. 

Of  much  earlier  date,  and  of  more  enduring  fame 
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than  these  bubble  companies,  was  the  East  India 
Company,  which  was  established  by  a  charter  of  Queen 
Elizabeth  in  1600,  becoming  a  joint-stock  concern  twelve 
years  later,  and  having  for  its  first  chairman  a  retired 
buccaneer,  and  an  Earl.  It  was  not  until  near  the  end 
of  the  seventeenth  century  that  the  Company's  affairs 
became  prominent.  In  1698,  probably  fired  by  the 
example  of  the  Bank  of  England,  the  Company  also  ad- 
vanced money  to  the  Government  in  return  for  exclusive 
privileges,  and  as  a  consequence  a  new  East  India 
Company  was  established.  Its  subsequent  career  is  a 
matter  of  history ;  its  misdeeds  abroad  were  scathingly 
attacked  by  Burke,  and  at  home,  though  there  was 
much  laxity  then  in  the  view  taken  of  such  matters,  the 
shameless  way  in  which  bribery  and  corruption  were 
carried  on  by  its  representatives,  shocked  even  the 
eighteenth's  sense  of  decency.  But  it  is  to  this 
Company  that  we  owe  the  Indian  Empire. 

Excluding  the  Bank  of  England  the  only  one  of  these 
early  joint-stock  concerns  which  survives  is  the  Hudson 
Bay  Company,  or,  to  give  it  its  full  title,  the  "  Governor 
and  Company  of  Adventurers  of  England  trading  into 
Hudson  Bay,"  which  was  founded  in  1670  by  Prince 
Rupert  and  others.  To  this  day  the  shares  are  ex- 
tensively dealt  in,  and  the  Company  has  materially 
benefited  from  the  growing  prosperity  of  what  Adam 
Smith  in  the  Wealth  of  Nations  described  as  a  "  miser- 
able though  extensive  country." 

These  early  joint-stock  companies  were  the  fore- 
runner of  the  many  limited  liability  companies  now 
existing,  whose  securities  are  so  largely  dealt  in  on  the 
Stock  Exchange,  and  whose  operations  have  so  greatly 
contributed  to  the  development  of  commerce  throughout 
the  world  in  modern  times.  They  were  themselves  the 
successors  of  concerns  known  as  regulated  companies, 
which  were  mere  associations  of  merchants  enjoying 
a  joint-monopoly  of  one  particular  trade,  and  formed 
mainly  for  the  purpose  of  preserving  that  monopoly. 
These  regulated  companies  much  resembled  the  craft 
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guilds  of  mediaeval  times,  and  doubtless  originated  in 
an  application  of  the  principle  to  foreign  trade.  The 
East  India  Company  was  originally  one  of  these  regu- 
lated associations. 

A  joint-stock  company  differs  from  a  partnership,  in 
that  its  management  instead  of  being  in  the  hands  of 
the  members  is  entrusted  to  a  board  of  directors  and 
other  officials  appointed  for  the  purpose.  It  is  an 
organisation  by  which  a  number  of  people  subscribe 
money  to  an  enterprise  with  a  view  to  making  profits, 
but  whereas  in  a  partnership  each  member  is  liable  for 
any  debts  or  losses,  in  a  joint-stock  concern  of  the 
present  day  the  liability  of  the  shareholder  is  limited 
to  the  amount  of  money  he  has  subscribed.  He  can, 
too,  transfer  his  shares  to  anyone  who  cares  to  buy 
them,  but  he  cannot  claim  any  return  of  his  capital 
from  the  company  except  in  the  event  of  the  concern 
going  into  liquidation.  A  partner  in  a  private  firm 
cannot  transfer  his  interest  without  the  consent  of  the 
other  partners,  but  he  can  usually  demand  the  return 
of  his  share  of  the  assets — that  is,  his  capital — when 
the  period  of  the  partnership  expires. 


CHAPTER   II 

THE  HISTORY   OF  THE   STOCK   EXCHANGE 

To  understand  why,  with  the  creation  of  the  National 
Debt  and  other  forms  of  securities  in  which  the 
people  could  invest  money,  the  business  of  the  stock- 
broker grew,  one  has  to  remember  that  before  that 
period  there  was  practically  no  means  by  which  cash 
could  be  deposited  for  safety  or  could  earn  interest. 
The  Bank  of  England,  formed  in  1694,  remained  the 
first  joint-stock  bank  until  1834.  Prior  to  the  crea- 
tion of  the  National  Debt  there  was  a  large  accumu- 
lation of  wealth,  but  practically  no  scope  for  its 
investment,  while  for  safe  custody  money  was  deposited 
with  the  goldsmiths,  or  perhaps  lent  on  the  bond  of 
a  friend.  It  is  related,  for  example,  that  Pope's 
father,  when  in  apprehension  of  the  revolution  which 
set  William  III  on  the  throne,  fled  from  London,  and 
carried  with  him  his  specie  fortune  of  .£20,000  in  a  box. 

The  principles  of  banking  proper  had  so  far  evolved 
by  the  year  1666  that  we  find  Samuel  Pepys  writing 
in  his  diary  on  30th  March  of  that  year : 

"I  out  to  Lombard  Streete,  and  there  received 
2.200Z,  and  brought  it  home;  and,  contrary  to  ex- 
pectation, received  35Z  for  the  use  of  2.000?  of  it 
for  a  quarter  of  a  year,  where  it  hath  produced  me 
this  profit,  and  hath  been  a  convenience  to  me,  as 
to  care  and  security,  at  my  house,  and  demandable 
at  two  days'  warning,  as  this  hath  been." 

That  by  the  year  1677  the  goldsmiths'  business  was 
gradually  developing  into  that  of  banking  is  indicated 
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by  the  fact  that  the  earliest  London  Directory,  which 
was  issued  in  Lombard  Street  in  that  year,  contained 
a  list  of  the  Goldsmiths  "  that  kept  running  cashes." 

The  introduction  of  a  system  by  which  money  could 
not  only  be  deposited  in  safety  but  could  also  earn 
interest,  appealed  to  all  in  a  position  to  take  advan- 
tage of  it,  and  since  then  the  safety  of  investing  in 
Government  funds  has  been  universally  recognised. 
The  institution  of  the  Debt  was  also  politic,  for  this 
reason,  that  it  tended  to  keep  the  monied  classes  on 
the  side  of  the  Government,  for  naturally  those  with 
savings  entrusted  to  the  Government  would  be  less 
disposed  to  support  a  movement  to  dethrone  the 
monarchy.  As  time  went  on  the  necessity  for  debt 
raising  increased,  for  the  almost  continual  warfare 
in  which  this  country  was  involved  led  to  the  piling 
up  of  huge  financial  obligations. 

The  campaign  against  Louis  XIV  has  been  referred 
to.  This  was  followed  by  the  war  of  the  Spanish 
Succession,  which  lasted  for  ten  years,  and  secured 
for  England  the  monopoly  of  the  slave  trade  with 
Spanish  America,  and  afterwards,  in  1739,  by  one 
against  Spain  brought  about  by  the  hard  usage  of 
English  sailors  by  that  country.  This  ended  with 
the  treaty  of  Aix-la-Chapelle  in  1748,  but  in  the 
meantime  practically  the  whole  of  Europe,  including 
England,  was  in  conflict,  and  from  1756  to  1763  the 
Seven  Years'  War  raged.  This  proved  a  costly  busi- 
ness to  us,  for  it  added  60  millions  to  the  country's 
debt,  which  at  the  Peace  of  1763  had  risen  to  140 
millions.  Inasmuch,  however,  as  we  drove  the  French 
out  of  Canada  and  India,  thus  laying  the  foundations 
of  the  British  Empire,  the  expenditure  may  not  be 
regretted.  But  the  mere  fact  of  destroying  French 
power  in  America  led  to  our  undoing  there,  for  it  was 
quickly  followed  by  the  American  War,  which  added 
118  millions  to  the  debt,  though  even  this  amount 
becomes  much  less  important  in  comparison  with  the 
cost  of  the  subsequent  Napoleonic  wars,  which  in- 
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volved  an  expenditure  of  over  600  millions.  It  is 
estimated  that  the  wars  of  this  country  since  the  end 
of  the  seventeenth  century,  including  the  last  one  of 
consequence,  that  in  South  Africa,  which,  roughly,  cost 
160  millions,  resulted  in  us  incurring  National  Debt  to 
the  amount  of  over  1000  millions  sterling. 

It  has  been  shown  that  with  the  demand  for  invest- 
ments, and  the  desire  to  buy  and  sell,  a  new  profession 
sprang  into  existence,  and  about  the  year  1693  stock- 
brokers and  stock-jobbers  (the  distinction  will  be 
explained  later)  were  engaged  in  the  Royal  Exchange 
dealing  in  the  5  millions  or  so  of  National  Debt  then 
available  for  the  purpose.  In  the  Royal  Exchange 
they  rubbed  elbows  with  merchants  dealing  in  more 
tangible  articles,  who  did  not  submit  quietly  to  the 
invasion  of  their  territory.  The  business  at  first  was 
largely  for  account  of  foreigners,  but  it  afterwards 
became  a  custom  for  brokers  to  contract  with  each 
other  for  certain  amounts  of  stock,  without  declaring 
for  whom  they  acted,  while  ultimately  they  bought  and 
sold  for  themselves — that  is.  made  contracts  with  each 
other  for  buying  and  selling  without  being  in  the 
position  of  being  able  to  pay  for  the  stock  bought,  or 
of  delivering  the  stock  which  they  sold.  In  this  way 
originated  the  "bull  "  and  the  "  bear,"  the  former 
being  a  man  who  buys  stock  for  which  he  cannot 
pay,  and  the  bear  one  who  sells  stock  which  is  not 
in  his  possession. 

For  many  years  dealers  in  stocks  in  London  had  no 
business  place  which  they  could  call  their  own.  By 
about  1700  the  Royal  Exchange  had  been  deserted  by 
them,  owing  to  the  complaint  of  the  Corporation  that 
the  building  was  being  diverted  from  the  objects  con- 
templated by  its  founder,  though  up  to  1822  business 
in  foreign  Government  stocks  continued  to  be  done 
only  in  the  Royal  Exchange.  For  the  greater  part  of 
the  eighteenth  century,  therefore,  the  brokers  had 
recourse  to  the  coffee  houses  in  and  around  Change 
Alley,  a  thoroughfare  connecting  Cornhill  with  Lombard 
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Street.  These  were  the  recognised  haunts  of  stock- 
brokers and  their  clients,  and  in  particular  those  known  as 
"Jonathan's"  and  "Garra  way's."  In  1773  the  title  of 
the  Stock  Exchange  was  applied  to  "  New  Jonathan's," 
which  was  apparently  the  successor  of  Jonathan's 
Coffee-House,  that  having  been  burned  down. 

The  profession  was  held  in  contempt  by  most,  and 
the  literature  of  the  time  is  rich  in  allusions  of  an 
uncomplimentary  character.  It  was  stigmatised  as 
immoral,  a  social  curse,  and  a  public  evil.  Dr. 
Johnson,  in  the  first  edition  of  his  Dictionary,  defined 
a  stock-jobber  as  "  a  low  wretch  who  gets  money  by 
buying  and  selling  shares  in  the  Funds."  This  prejudice 
was  even  expressed  in  legislative  enactments,  for  in 
1734  an  Act  was  passed  against  stock- jobbing,  which 
imposed  penalties  upon  these  found  guilty  of  practices 
which  at  the  present  time  are  entered  into  almost 
hourly.  Even  as  late  as  1834  a  Bill  passed  both  houses 
of  Parliament,  entitled,  "An  Act  to  prevent  the 
Infamous  Practice  of  Stock  Jobbing,"  which  sought  to 
prevent  the  making  of  contracts  between  persons  not 
actually  possessed  of  stock  or  sufficient  money  for  the 
sale  or  purchase  of  stock  at  a  future  period. 

There  were  various  other  measures  passed  with  the 
same  or  similar  objects,  and  it  was  not  until  1884 
that  the  City's  authority  over  the  brokers  was  ended, 
for  then  was  passed  "  An  Act  for  the  Relief  of  the 
Brokers  of  the  City  of  London,"  and  the  annual 
licence  which  brokers  had  had  to  pay  from  time 
immemorial  was  abolished. 

The  Stock  Exchange  at  New  Jonathan's  was  under 
the  management  of  a  joint  committee,  the  expenses 
being  defrayed  by  a  voluntary  subscription.  In  1773, 
however,  it  was  deemed  advisable  for  the  brokers 
to  have  a  building  for  their  exclusive  use,  and  this 
was  found  at  the  corner  of  Threadneedle  Street  and 
Sweeting's  Alley.  It  was  at  once  christened  "The 
Stock  Exchange,"  but  the  public  were  admitted  on 
payment  of  sixpence  for  those  who  merely  wished  to 
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view  the  proceedings  from  what  may  be  termed  "  the 
bar  of  the  House,"  while  the  payment  of  another 
sixpence  entitled  anyone  to  use  the  room  throughout 
business  hours.  The  Stock  Exchange  then  was  well 
organised,  and  it  was  under  the  control  of  a  Com- 
mittee for  General  Purposes,  as  it  is  at  the  present 
time.  As  time  went  on  the  business  grew  enormously, 
and  it  became  desirable  to  own  a  building  to  which 
the  public  was  refused  admission.  Accordingly,  a 
number  of  members  combined  to  buy  a  site  in  Capel 
Court,  on  which  was  subsequently  erected  the  first 
portion  of  the  Stock  Exchange.  This  was  opened 
in  1802,  and  from  that  date  the  " House"  became  a 
separate  body,  with  its  own  rights  and  regulations. 
Some  years  afterwards  the  building  was  wholly  rebuilt, 
and  at  various  times  it  has  undergone  considerable 
alteration  and  enlargement. 

For  some  years  after  the  Stock  Exchange  proper 
was  opened  in  Capel  Court,  dealings  in  British  Govern- 
ment securities  were  conducted  in  the  Rotunda  of 
the  Bank  of  England,  and  a  relic  of  the  custom  is 
to  be  found  in  the  list  of  members  of  the  Stock 
Exchange  who  are  brokers,  which  at  the  present  day 
is  exhibited  just  inside  the  Bartholomew  Lane  entrance 
of  the  Bank.  Indeed,  it  was  regarded  as  almost  a 
law  that  dealings  in  the  Public  Funds  should  not  be 
transacted  elsewhere,  and  for  many  years  part  of 
the  Bank  of  England  was  nothing  less  than  an  open 
exchange  for  the  Funds.  The  scenes  here  during 
business  hours  have  been  described  by  more  than 
one  writer,  one  of  whom  wrote  a  book  with  the  express 
purpose  of  giving  a  full  and  clear  explanation  of 
the  process  of  buying  and  selling  stock  in  the  Bank 
of  England  so  that  anyone  might  deal  without  con- 
sulting a  broker.  The  management  of  the  Funds 
being  in  the  hands  of  the  Bank  of  England,  the  custom 
arose  of  the  Stock  Exchange  being  closed  on  the  1st 
of  May  and  the  1st  of  November,  when  the  transfer 
books  in  Consols,  &c.,  were  shut  for  the  purpose  of  pre- 


HISTORY  OF  THE  STOCK  EXCHANGE    21 

paring  the  dividend,  then  payable  half-yearly,  and  not, 
as  now,  quarterly.  There  are  now  of  course  many 
securities  besides  the  Funds  to  keep  stockbrokers  and 
dealers  busy  on  those  days,  but  the  holidays  are  still 
observed.  Early  in  the  nineteenth  century  the  Rotunda 
of  the  Bank  of  England  had  become  a  market  of 
inferior  status  to  the  Stock  Exchange  itself,  which 
by  then  was  well  established  in  Capel  Court.  In 
1816  a  writer  described  it  as  "  the  private  market  in 
miniature  ;  a  number  of  people  standing  in  a  heap, 
who  call  themselves  jobbers  and  brokers;  and,  of 
course,  a  market  to  serve  any  person  who  deals  with 
them ;  but  as  no  great  bargains  are  contracted  for 
here,  these  good  things  being  reserved  for  a  select  few 
in  the  private  market,  the  jobbers,  who  are  chiefly 
of  little  note,  are  glad  if  they  can  pick  up  a  few 
shillings  for  a  day's  job  by  cutting  out  money  stock 
for  servants  and  other  people's  small  savings." 

It  will  be  gathered  that  the  presence  of  these 
operators  became  a  great  nuisance  to  the  authorities, 
and  a  clause  was  inserted  in  the  Bank  Act  of  1834 
which  enabled  the  Governor  without  ceremony  to  shut 
the  doors  of  the  Bank  in  their  faces.  For  three- 
quarters  of  a  century,  however,  the  Rotunda  of  the 
Bank  had  been  the  resort  of  all  kinds  of  characters, 
many  without  offices  of  their  own,  and  only  a  few  being 
members  of  the  Stock  Exchange. 


CHAPTER   III 

THE  SECURITIES  DEALT  IN — THE  FUNDS 

BEFORE  describing  the  various  forms  of  securities  dealt 
in,  some  indication  may  be  given  of  the  growth  of  the 
Stock  Exchange  since  1802,  when  it  started  with  500 
members.  According  to  the  report  of  the  Trustees  and 
Managers  for  the  year  ended  March  25,  1913,  the 
members  and  their  clerks — those  authorised  to  deal  for 
members,  those  engaged  to  carry  messages,  &c.,  and 
those  employed  in  the  Settling  Boom — then  numbered 
over  8000,  this  despite  the  fact  that  in  modern  times 
the  expense  of  becoming  a  member  has  very  largely 
increased.  The  number  of  members  was  4956,  nearly 
a  thousand  of  whom  were  acting  as  clerks,  while  the 
non-members  acting  as  clerks  were  3108. 

According  to  the  Gentleman's  Magazine  of  March  1802 
the  stocks  dealt  in  then  were  the  following :  Bank 
Stock,  Consols,  Navy,  Long  and  Short  Annuities,  India 
Stock,  India  Bonds,  Exchequer  Bills,  the  Funds,  South 
Sea  Stock,  Old  Annuities,  New  Annuities,  Omnium, 
Irish  5  per  cents.,  Imperial  3  per  cents.,  English  lottery 
tickets,  and  English  prizes.  At  the  present  time  the 
securities  dealt  in  are  legion,  and  even  the  daily 
Stock  Exchange  Official  List,  with  its  many  millions 
of  Government  and  Corporation  Stocks,  Railway  capital 
of  various  kinds,  Foreign  Government  Bonds,  Foreign 
railway  securities,  commercial  and  industrial  securities, 
banking  and  insurance  shares,  &c.,  includes  but  a 
portion  of  the  whole  amount  dealt  in.  There  are, 
for  instance,  many  millions  invested  in  mining  shares, 
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the  quotations  of  only  a  few  of  which  appear  officially, 
while  in  recent  years  the  number  of  unofficially  but 
very  largely  dealt  in  securities  has  been  greatly 
swollen  by  the  growth  in  the  creation  of  Rubber  and 
Oil  Companies.  Some  indication  of  the  immense 
amount  of  capital  for  which  the  Stock  Exchange  is 
the  only  free  market,  may  be  gathered  from  the  fact 
that,  according  to  the  latest  issue  of  the  annual  Stock 
Exchange  Official  Intelligence,  the  nominal  or  face 
value  of  the  securities  officially  quoted  on  the  31st 
December  1912,  amounted  to  £10,990,249,126,  this 
showing  an  increase  compared  with  the  amount  on 
December  31,  1911,  of  £172,038,636.  The  principal 
items  making  up  this  aggregate  were  the  following  : 

British  Funds,  &c.     . 

Foreign  Stocks,  Bonds,  &c. 

American  Railway  Securities 

British  Railway  Securities 

Foreign  Railway  Securities 

Indian  and  Colonial  Railway  Securities 

Colonial  and  Provincial  Government  Se 

Corporation  Stocks  and  Public  Boards,  U 

Commercial,  Industrial,  &c. 

It  may  be  added  that  the  mining  shares  quoted  were 
of  the  nominal  value  of  about  60J  millions,  and  of  tea, 
coffee,  rubber,  and  oil  shares  the  nominal  value  was 
less  than  44  millions  sterling. 

Such  huge  figures  demonstrate  what  a  great  factor 
the  Stock  Exchange  has  been  and  still  is  in  the  com- 
mercial, industrial,  and  financial  development  of  this 
country,  and,  indeed,  of  many  other  countries.  With- 
out the  existence  of  a  market  for  the  bonds  of  Colonial 
and  Foreign  Governments,  and  for  the  stocks  of  rail- 
way and  other  industrial  enterprises  at  home  and 
abroad,  the  investing  public  would  not  have  subscribed 
so  freely  to  new  capital  issues.  Even  though  the 
motives  of  those  who  thus  parted  with  their  money 
may  not  have  been  a  genuine  desire  to  assist  the 
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object  in  view,  but  mainly  speculative,  in  that  a  good 
return  or  a  profit  was  looked  for,  it  cannot  be  gain- 
said that  without  legitimate  speculation  of  this  kind 
the  industrial  progress  of  the  world  would  have  been 
much  less  rapid.  That,  concurrently,  it  also  provided 
facilities  for  gambling  is  only  natural,  and  does  not 
weaken  the  argument  that  the  growth  of  the  joint- 
stock  system  has  been  for  the  good  of  the  greatest 
number. 

The  greater  part  of  the  Funds  of  this  country,  the 
Funded  Debt,  is  in  the  form  of  Consols,  the  abbreviated 
term  for  the  "Two  and  a  Half  Per  Cent  Consolidated 
Stock  of  the  United  Kingdom,"  and  the  bulk  of  this  is 
inscribed  at  the  Bank  of  England  ;  that  is  to  say,  a  list 
is  kept  there  of  the  names  of  the  proprietors,  which  is 
altered  with  every  change  of  ownership.  It  should  be 
stated,  however,  that  for  some  years  a  certain  amount 
of  Consols  has  been  in  the  form  of  bearer  certificates. 
These  are  documents  the  actual  possession  of  which 
constitutes  the  ownership.  They  were  issued  mainly 
for  the  convenience  of  foreign  investors,  and  are  also 
found  useful  as  a  form  of  security  upon  which  to  raise 
loans.  Most  of  the  stocks  of  the  Colonies  and  of  India 
are  also  inscribed  either  at  the  Bank  of  England,  or  in 
books  kept  by  other  banks,  and  inscribed  stock  can 
only  be  transferred  by  the  personal  attendance  of  the 
holder  at  the  office  where  the  list  of  stock-holders  is 
kept,  or  by  the  attendance  of  someone  legally  entitled 
to  act  as  his  attorney  in  the  matter.  Registered  stock, 
on  the  other  hand,  is  transferred  by  the  execution  of  a 
deed,  and  the  company  which  issues  the  stock  gives 
each  holder  a  certificate  that  his  name  has  been  so 
registered  in  the  books.  One  main  particular  in  wrhich 
stock  differs  from  other  forms  of  securities  is  that  it 
can  be  dealt  in  to  almost  any  amount.  For  the  con- 
venience of  Stock  Exchange  business,  transactions  are 
usually  in  amounts  of  £100  or  multiples  thereof,  but 
Consols  can  be  transferred  in  any  amounts  down  to  a 
penny.  Invariably,  the  quotation  is  so  much  per 
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£100  of  stock  ;  but  odd  amounts,  such  as  £27  or  £363, 
can  be  bought  or  sold. 

Previous  to  April  1  12,  Consols,  with  the  exception 
of  the  limited  amount  in  the  form  of  bearer  certifi- 
cates, were  represented  by  inscribed  stock  at  the  Bank 
of  England,  the  stockholders'  evidence  of  title  being 
the  entry  in  the  Bank's  books.  It  may  be  useful, 
therefore,  to  show  how  transfers  of  inscribed  stock  are 
effected.  It  is  necessary  for  the  broker  who  buys 
Consols  for  a  client  to  fill  in  a  form  stating  the 
purchaser's  name,  the  amount  of  stock,  and  the 

Eurchase-money,  and  hand  it  to  the  dealer  from  whom 
e  bought  the  stock,  who,  in  turn,  passes  it  to  the 
selling  broker.  The  selling  broker  then  attends  at  the 
Bank  of  England  with  the  seller,  to  identify  the  latter, 
who  signs  the  transfer,  which  is  witnessed  by  a  clerk 
at  the  Bank.  The  stock  receipt  is  then  handed  to  the 
broker,  who  forwards  it  to  the  purchaser's  broker,  who 
hands  it  to  his  client.  The  stock  receipt  is  merely 
evidence  that  the  stock  stands  in  the  purchaser's  name, 
and  does  not  constitute  title  to  ownership.  If  personal 
attendance  by  the  seller — in  the  case  of  the  buyer  this 
is  unnecessary — is  inconvenient,  a  power  of  attorney 
can  be  obtained,  costing  11s.  6d.9  but  if  the  nominal 
amount  of  the  stock  is  less  than  £100,  the  cost  is  only 
4s.  By  the  Finance  Act  of  1911  an  important  change 
was  effected,  by  which  Consols  were  made  transferable 
by  deed,  a  change  which  followed  considerable  dis- 
cussion in  the  Press  of  plans  for  improving  the  market 
for  the  Funds,  and  especially  for  facilitating  dealings 
in  small  amounts.  It  was  considered  that  if  there 
were  greater  facilities  for  acquiring  Consols  in  small 
sums,  the  market  price  would  show  more  stability,  and 
this  was  one  of  the  alterations  pleaded  for. 

The  Finance  Act  provided  that  from  1st  April  1912, 
not  only  Consols,  but  the  2|  per  cent,  and  2f  per  cent. 
Annuities,  and  Irish  Land  2f  and  3  per  cent.  Guaran- 
teed Stocks,  could  be  transferred  by  deed  in  the 
same  way  as  the  stock  or  shares  of  a  joint- stock 
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company,  thus  removing  the  necessity  for  personal 
attendance.  The  common  transfer  form  is  now  avail- 
able, and  against  the  stock  the  Bank  of  England  issues 
to  the  holder  a  certificate,  the  dividends,  as  before,  being 
posted  to  proprietors.  On  payment  of  a  small  fee, 
holders  of  inscribed  stock  may  have  it  registered  as 
stock  transferable  by  deed.  It  is  somewhat  remark- 
able that  this  important  movement  towards  facilitating 
dealings  in  Consols  has  not  been  taken  greater  advan- 
tage of,  for  to-day  the  proportion  of  stock  which  has 
been  made  transferable  in  the  same  way  as  Great 
Western  Railway  Ordinary  or  Chartered  shares  is  quite 
small. 


CHAPTER  IV 

REGISTERED   STOCKS   AND   DEBENTURE   SECURITIES 

IT  was  stated  in  Chapter  III  that  any  broken  amount 
of  stock  could  be  bought  or  sold,  the  security  differing 
in  this  respect  from  shares.  This  applies  whether  it  is 
Government  or  Corporation  stock,  or  the  stock  issued 
by  a  public  body  like  the  Metropolitan  Water  Board, 
a  trading  concern  like  the  Gas  Light  and  Coke  Com- 
pany, or  any  of  the  railway  companies.  The  last- 
named  have  various  kinds  of  stock,  and,  except  in 
regard  to  the  amount  which  can  be  bought  or  sold, 
they  are  akin  to  shares.  There  may  be  stock  upon 
which  a  dividend  is  guaranteed  by  one  or  several  other 
companies ;  there  is  probably  Preference  stock,  ranking 
like  preference  shares,  and  there  may  be  Preferred  and 
Deferred  stock,  the  two  last  representing  a  division  of 
Ordinary  stock,  one  half  being  entitled  to  a  fixed 
dividend  when  earned,  and  the  other  to  surplus  profits. 
It  is  railway  Ordinary  stock,  either  undivided  or  the 
deferred  part  of  it,  that  is  most  actively  dealt  in  on  the 
Stock  Exchange.  A  company,  however,  may  have  1st 
or  2nd  Preference  stock,  like  the  London,  Chatham  and 
Dover  Railway,  or  1st,  2nd,  and  3rd  Preference  stock, 
like  the  Grand  Trunk  Railway  of  Canada,  with  a  good 
deal  of  capital  upon  which  interest  has  to  be  paid  first, 
and  a  large  amount  of  Ordinary  stock  ranking  for 
dividend  after  the  Preference  stocks  have  received  the 
percentage  they  are  entitled  to.  Nearly  all  these 
securities  are  transferable  by  deed,  the  proprietors  being 
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registered  by  the  companies,  but  a  movement  has  grown 
in  late  years  in  favour  of  bearer  certificates,  and  these 
have  been  issued  by  one  or  two  companies. 

American  railway  shares  have  a  peculiarity  in  that 
they  combine  the  advantages  of  registered  and  bearer 
securities.  Proprietors  are  described  as  the  holders  of 
so  many  shares  in  the  common  stock  of  the  company, 
and  are  given  a  certificate  stating  that  they  are  so 
registered,  but  on  the  back  of  this  is  a  form  of  assign- 
ment, which,  when  signed  by  the  holder  named  in 
the  certificate,  becomes  practically  a  bearer  security, 
enabling  anyone  who  holds  it  to  fill  in  his  own  name, 
and  complete  the  transfer  to  himself.  One  objection 
to  this  is  that  dividends  are  paid  to  the  registered 
holder,  and  collected  from  him  by  the  possessor  of 
the  certificate. 

Having  dealt  with  ordinary  stocks,  there  remain 
bonds  and  debentures,  which  are  nearly  always  to 
bearer,  but  are  sometimes  registered.  Debenture 
stocks  are  always  registered.  Like  shares,  bonds  and 
debentures  are  abrays  expressed  and  transferred  in 
fixed  amounts,  but  frequently  the  same  bonds  may 
be  issued  in  varying  denominations.  When  a  Foreign 
Government,  for  instance,  raises  a  loan,  it  is  sometimes 
deemed  advisable  to  give  facilities  to  the  small  capitalist 
for  subscribing,  so  that  we  find  the  loan  consists  of 
bonds  of  £20,  £100,  £200,  or  £1000  each.  A  bond 
differs  from  other  securities  in  that  it  implies  a  debt, 
upon  which  the  debtor  agrees  to  pay  a  fixed  interest 
at  certain  intervals.  This  distinction  should  be  re- 
membered. If  it  is  the  bond  of  a  Company,  the 
holder  has  the  power,  in  the  event  of  the  interest  not 
being  paid,  of  putting  the  Company  into  the  hands  of 
a  receiver,  or  even  of  foreclosing  on  it,  that  is,  seizing 
the  property  and  selling  it  up  to  provide  the  means 
for  the  payment  of  the  debt.  The  same  applies  to 
Debentures  and  Debenture  stock,  but  in  all  cases  it 
depends  upon  the  terms  of  the  trust  deed.  Most  of 
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the  bonds  dealt  in  on  the  Stock  Exchange  are  debts 
of  Governments  and  municipalities,  and  although  in 
these  cases  there  is  no  question  of  a  legal  process 
by  which  the  creditor's  representatives  can  seize  the 
debtor's  goods,  the  incentive  to  meet  interest  pay- 
ments is  nearly  as  strong  as  in  the  case  of  a  company, 
where  a  foreclosure  would  mean  the  disappearance 
of  the  directors'  fees,  the  officials'  salaries,  and  the 
solicitors'  and  auditors'  remuneration. 

The  chief  security  the  bond-holder  of  a  foreign 
government  has  is  the  knowledge  that  if  the  country 
repudiates  its  obligations  in  connection  with  its  bonds, 
it  would  find  it  extremely  difficult  to  borrow  more 
money.  Debenture  stock  or  debentures  may  be  de- 
scribed as  a  mortgage  on  a  property,  and  holders  of 
them  are  creditors  of  the  company,  differing  in  this 
respect  from  holders  of  shares  or  ordinary,  preferred,  or 
deferred  stock,  who  are  proprietors.  The  latter  are  en- 
titled to  a  share  in  the  profits,  which  may  or  may  not 
be  at  a  fixed  rate,  while  debenture  holders  receive  their 
interest  before  any  profits  are  distributed.  Indeed, 
where  a  company  has  a  debenture  debt,  there  are, 
strictly  speaking,  no  profits  until  the  debenture  interest 
is  met ;  in  other  words,  until  after  the  company  has 
paid  what  it  owes. 

Debenture  stocks  or  bonds  are  in  many  respects 
similar  to  a  company's  capital,  and  are  always  included 
when  the  extent  of  liabilities  or  capital  account  is  con- 
sidered, but  those  who  hold  them  are  not  proprietors 
Debenture  stock  is  transferable  in  any  amount,  while 
Debentures,  or  bonds,  are  expressed  in  certain  definite 
multiples — £20,  £50,  £100,  and  so  on.  As  shown  above, 
Debentures  rank  first  in  the  payment  of  interest,  but  in 
the  case  of  a  joint-stock  company  there  may  be  1st,  2nd, 
or  even  3rd  Debentures,  ranking  in  the  order  named — 
as  in  the  case  of  Vickers,  Limited — while  next  come 
the  preference  shares.  There  are  debentures  in  regard 
to  which  the  holders  are  so  little  protected,  and  the 
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concern  is  so  financially  unsound,  that  an  investment 
in  them  is  less  desirable  than  in  the  ordinary  shares 
of  a  good  industrial  company,  which  shares  pay  a 
good  dividend,  and  are  protected  by  the  sound  policy 
of  the  board  in  building  up  a  strong  reserve  and 
dividing  profits  on  a  conservative  basis. 

An  important  point  in  regard  to  bonds  and 
debentures  is  the  question  of  their  redemption.  In 
the  days  of  very  cheap  money,  when  good  investments 
were  so  scarce  that  they  were  carried  up  to  fancy 
prices,  it  was  an  argument  against  a  debenture 
security  that  it  was  repayable  at  par  or  even  at  a 
moderate  premium  in  a  few  years  time.  If  it  paid  a 
fair  rate  of  interest  the  security  probably  commanded 
a  high  premium,  perhaps  10  or  15  per  cent.,  and  to 
a  purchaser  at  that  figure  redemption  meant  a  loss 
of  capital  value,  while  he  was  also  faced  with  the 
difficulty  of  finding  a  suitable  security  to  replace  his 
investment.  Since  the  great  depreciation  in  gilt-edged 
stocks  which  began  in  the  late  "  nineties"  the  question 
of  redemption  has  been  viewed  differently,  for  the 
depreciation  has  been  most  marked  in  those  stocks, 
such  as  Consols,  where  redemption  at  some  future 
date  is  not  compulsory.  The  investor  in  a  foreign 
Government  bond,  or  the  debentures  or  debenture  stock 
of  a  railway  or  industrial  undertaking,  should  see  that 
provision  is  made  for  a  suitable  sinking  fund  by  which 
the  debt  will  be  extinguished  in  a  certain  number  of 
years,  or  for  periodical  drawings  by  which  a  certain 
number  of  bonds  are  cancelled.  If  there  is  no  such 
provision  it  does  not  follow  that  the  investment  is 
undesirable,  and  there  are  numerous  Government 
stocks  and  debenture  securities  dealt  in  on  the  Stock 
Exchange  which  are  not  redeemable,  or  being  only 
redeemable  at  the  option  of  a  government  or  corporation 
the  prospect  of  such  redemption  is  so  remote  that  it 
becomes  a  negligible  quantity.  So  much  attention 
has  been  drawn  to  the  question  of  redemption  in 
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connection  with  the  depreciation  of  securities,  however, 
that  any  new  Government  loan,  or  the  bond  of  a 
foreign  railway,  would  stand  little  chance  of  being 
subscribed  by  the  public  if  provision  were  not  made 
for  the  repayment  of  capital  at  some  future  date. 


CHAPTER  V 

THE  VABIOUS  CLASSES  OF  SHARES 

SHARES  differ  in  one  important  respect  from  stock,  in 
that  they  are  expressed  in  definite  amounts  and  are 
indivisible,  whether  they  are  registered  or  are  to  bearer. 
The  most  common  denomination  is  £1,  but  those  of 
some  companies  are  of  £5  or  £10  each,  or  even  £100. 
While,  therefore,  an  investor  can  buy  or  sell  practically 
any  amount  of  stock,  he  can  only  buy  or  sell  so  many 
shares,  and  the  market  quotation  is  the  price  per  share. 
Holders  of  registered  shares  are  in  the  same  position 
as  holders  of  registered  stock — that  is,  they  are  enrolled 
in  the  company's  books,  receive  their  dividends  by  post, 
and  hold  a  certificate,  which  certificate,  however,  is 
not  an  absolute  title  of  ownership,  though  it  must 
accompany  any  deed  of  transfer  sent  to  a  company 
for  alteration  of  the  register.  Bearer  securities  have 
attached  to  them  a  sheet  of  coupons,  one  of  which  is 
cut  off  by  the  owner  when  a  dividend  is  payable  and 
presented  to  the  company  for  payment,  this  being  of 
course  necessary,  because  the  company  has  no  record 
of  the  parties  to  whom  such  dividend  is  due. 

These  securities  have  a  great  advantage  and  a  great 
disadvantage.  They  are  liked  by  many  because  no 
troublesome  formality  is  necessary  in  buying  or  selling, 
for  a  seller  merely  hands  in  his  certificate  in  exchange 
for  a  cheque.  The  great  disadvantage  is  that  if  they 
are  lost  the  owner's  evidence  of  title  is  gone.  The 
company  has  no  record  in  its  books,  and  if  they  are 
found  and  sold  by  somebody,  it  would  be  extremely 
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difficult  to  prove   that  the  new  holder  bought  them, 
knowing  that  the  seller  was  not  the  rightful  owner. 

Bearer  certificates,  therefore,  should  be  placed  in  the 
custody  of  a  banker,  who  will  also  undertake  the 
troublesome  work  of  collecting  the  money  due  on  the 
coupons.  They  are  most  favoured  by  Continental 
speculators ;  indeed,  the  intimacy  of  business  relations 
between  the  principal  financial  markets  of  the  world, 
which  has  so  much  increased  with  the  greater  use  of 
the  telegraph  and  the  telephone,  makes  such  a  form  of 
security  almost  imperative,  for  it  is  clearly  an  advan- 
tage that  it  can  be  readily  bought  and  sold  not  only 
in  London,  but  in  Paris,  Berlin,  and  other  centres. 

Bearer  certificates  are  also  favoured  by  speculators 
on  a  large  scale,  because  it  is  difficult  for  operators  to 
ascertain  for  whom  large  amounts  are  being  bought  or 
sold,  a  circumstance  which  would  facilitate  an  opera- 
tion designed  to  have  an  important  effect  upon  the 
market.  Incidentally,  it  may  be  stated  that  trustees, 
who  have  to  invest  the  funds  of  their  trusts,  cannot 
hold  bearer  securities. 

Besides  ordinary,  there  are  various  other  kinds  of 
shares.  Preference  shares,  as  their  name  indicates, 
have  a  preferential  claim  to  a  division  of  the  profits. 
Usually  their  interest  is  a  fixed  amount,  say,  4,  5,  or 
6  per  cent.,  and  until  this  is  paid  the  ordinary  shares 
receive  nothing.  If  there  are  not  sufficient  profits  to 
pay  the  interest,  the  holders  cannot  enforce  their  rights, 
as  has  been  shown  in  the  case  of  Debentures;  but  if 
it  is  a  cumulative  preference  share,  the  loss  of  interest 
in  any  year,  or  even  for  a  longer  period,  must  be  made 
good  before  the  ordinary  shares  receive  a  dividend. 
If  the  preference  share  is  non-cumulative — that  is, 
arrears  of  interest  do  not  accumulate  and  become 
payable — the  payment  of  the  dividend  for  one  year 
would  entitle  the  ordinary  shareholders  to  participate 
in  any  surplus  profits,  and  the  distribution  would  be 
in  accordance  with  the  amount  of  such  profits.  It  is 
conceivable,  therefore,  that  a  company  after  years  of 
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adversity,  during  which  the  non-cumulative  preference 
shares  have  received  no  dividend,  might  experience 
a  year  of  such  prosperity  that  for  that  period  the 
ordinary  shareholders  would  receive  a  return  twice  or 
three  times  as  large  as  the  preference  shareholders 
obtained. 

Broadly  speaking,  therefore,  the  ordinary  share  is  a 
more  speculative  investment,  though  naturally  it  de- 
pends upon  the  character  of  the  company.  In  recent 
years  the  practice  has  grown  of  creating  preference 
shares  which,  besides  enjoying  a  fixed  dividend  payable 
before  the  ordinary  shares  receive  anything,  are  also 
entitled  to  share,  or  may  perhaps  be  entitled  with  the 
ordinary  to  an  equal  division  of,  the  surplus  profits, 
after  the  ordinary  have  received  a  certain  amount. 
These  are  called  participating  preference  shares,  and 
their  interest  may  also  be  cumulative.  Their  attrac- 
tion consists  in  the  fact  that  should  a  company  become 
very  prosperous,  the  preference  shareholder's  enjoyment 
of  that  prosperity  is  not  limited  to  the  interest  fixed 
on  his  shares. 

There  are  also  deferred  shares.  Frequently  these 
represent  the  proportion  of  capital  allotted  to  those 
connected  with  the  business  before  the  capital  was 
offered  to  the  public,  and  are  sometimes  called  founders' 
shares.  They  participate  in  division  of  the  profits 
after  the  ordinary  have  received  a  certain  percentage, 
the  effect  being  to  make  the  ordinary  a  sort  of  pre- 
ference share.  Usually  the  amount  of  deferred  shares 
in  issue  is  small,  and  generally  their  denomination  is 
lower  than  that  of  the  ordinary  and  preference 
shares — in  many  instances  they  are  one  shilling  shares 
— with  the  result  that  if  a  fair  surplus  of  profits  is 
available  for  them  they  receive  a  big  percentage 
dividend.  It  is  these  high  dividends  that  have 
aroused  adverse  criticisms  of  the  wisdom  of  having 
founders'  or  deferred  shares,  because  the  incentive 
is  created  of  showing  bigger  profits  available  for 
distribution  than  would  be  the  case  if  regard  were 
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had  for  a  proper  building  up  the  reserve,  or  otherwise 
strengthening  the  financial  position. 

The  existence  of  founders'  shares  is  also  adversely 
criticised  when  the  company  raises  additional  capital. 
This  capital  is  usually  provided  by  creating  extra 
ordinary  shares,  and  if  the  effect  of  fresh  money 
being  put  into  the  business  is  largely  to  increase  the 
profits,  as  it  should,  according  to  the  amount  raised, 
it  is  contended  that  holders  of  the  founders  or  de- 
ferred shares  receive  an  unduly  large  proportion  of 
the  extra  profits  for  which  they  have  done  nothing. 
Such  a  complaint  was  heard  quite  lately  when  Harrods 
Stores  issued  100,000  new  ordinary  £1  shares  at  a 
substantial  premium.  The  possibility,  however,  of 
such  things  happening  should  be  considered  by  the 
investor  when  buying  shares  in  such  a  company, 
though  he  cannot  foresee  that  a  business  such  as 
Harrods  may  become  so  prosperous  as  to  make 
the  deferred  shares  even  more  valuable  than  the 
ordinary,  and  against  such  an  exceptional  case  as 
Harrods  there  are  numerous  instances  where  holders 
of  the  deferred  shares  have  waited  in  vain  for  a 
return  upon  their  capital.  Quite  apart  from  that, 
there  is  something  to  be  said  in  favour  of  those  who 
pioneered  an  enterprise  in  its  early  and  probably 
most  difficult  days  reaping  the  reward  of  their  labours 
when  great  prosperity  is  achieved. 


CHAPTER   VI 

BROKERS   AND   JOBBERS 

THE  members  of  the  Stock  Exchange  are  divided 
into  brokers  and  jobbers,  or  dealers.  The  former 
act  for,  and  are  responsible  to,  the  public  in  buying 
and  selling  stock  for  them,  and  in  other  ways,  such 
as  collecting  dividends  due  to  a  purchaser  of  stock. 
The  jobbers,  who  largely  outnumber  the  brokers,  do 
not,  except  on  very  rare  occasions,  come  in  contact 
with  the  public,  but  deal  among  themselves,  and 
more  particularly  supply  the  stock  which  brokers 
want,  or  take  the  stock  which  brokers  want  to  sell  for 
the  public.  The  distinction  between  the  two  classes, 
therefore,  is  important. 

The  brokers  live  upon  the  commissions  they  receive 
from  their  clients  for  transacting  business,  while 
the  jobbers  obtain  their  remuneration  from  the 
difference  between  the  price  at  which  they  buy  or 
sell  stock  among  themselves,  and  that  at  which 
they  buy  it  from  or  sell  it  to  the  brokers.  They  are, 
therefore,  dealers,  or  perhaps  their  position  may 
be  better  understood  if  they  are  described  as  con- 
trolling the  wholesale  market  for  a  commodity  the 
retail  or  public  demand  for  which  is  supplied  by 
the  brokers,  or  agents. 

The  jobbers  create,  or  "make,"  as  it  is  called,  the 
market  in  any  security.  They  quote  two  prices,  that 
at  which  they  will  buy,  and  that  at  which  they  will 
sell,  and  it  should  be  clearly  understood  that  a 
jobber  having  quoted,  or  "made,"  a  price  in  any 
security,  is  bound  to  buy  from  the  broker  at  the 
lower  figure,  or  to  sell  at  the  higher  figure  up  to  a 
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certain  limit.  This  limit  is  £1000  of  stock,  100 
American  Railroad  shares,  $5000  of  American  bonds, 
100  shares,  if  the  price  is  not  above  £1,  50  if  valued 
between  £1  and  £15  each,  and  10  shares  if  valued 
at  over  £15  each. 

To  explain  this  buying  and  selling  price,  we  will 
take  South  Eastern  Deferred,  an  active  Home  Rail- 
way stock.  A  broker  has  an  order  to  buy  for  his 
client,  and  asks  a  dealer  the  price.  The  dealer  quotes 
65f ,  65f ,  meaning  that  he  will  buy  £100  of  the  stock 
at  £65|,  or  sell  at  £65f .  The  broker,  however,  may 
not  be  satisfied  with  this,  and  if  he  does  not  go  to 
another  dealer  to  see  if  a  better  price  can  be  ob- 
tained, he  may  haggle  until  the  dealer  quotes  65T7^, 
G5T9F.  This,  it  will  be  seen,  is  more  favourable  to 
the  broker's  client,  for  if  the  stock  is  to  be  sold  he 
gets  65/3-  instead  of  65f ,  and  if  it  is  to  be  bought 
he  pays  65^,  instead  of  65|.  The  middle  figure  be- 
tween these  two  quotations — 65f ,  65f ,  and  65T7^,  65y9^, 
— is  the  same,  viz.  65  J,  and  it  is  this  middle  price 
which  is  taken  by  newspaper  writers  and  others  as 
the  actual  quotation.  For  instance,  if  Consols  are 
quoted  by  the  dealers  at  74j\,  74-f^,  the  price  is  said 
to  be  74J,  though  possibly  a  buyer  could  not  obtain 
stock  nor  a  holder  sell  at  the  figure. 

Assuming  the  broker  agrees  to  buy  South  Eastern 
Deferred  at  the  figure  mentioned  above,  65T9^,  the 
jobber  has  to  undo  the  bargain,  as  it  is  called,  by 
buying  from  a  fellow-dealer  at  a  figure  below  that 
at  which  he  has  just  sold  stock.  It  may  be,  however, 
that  he  owns  so  much  stock  in  his  own  name — has 
it  on  his  book  is  the  technical  expression — which 
bought  at  a  considerably  lower  price  obviates  the 
necessity  for  replacing  the  amount  he  has  sold.  Fre- 
quently, however,  without  stock  on  his  book,  he 
finds  the  market  move  so  quickly  that  he  can  only 
undo  his  bargain  at  a  loss,  for  the  stock  he  has  sold 
at  65T9F  may  in  a  few  minutes  have  risen  to  65f , 
which  price  would  mean  a  loss  to  him  of  £-£$,  or  3s.  9d. 
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on  every  £100  of  stock  he  has  sold.  On  the  other  hand, 
the  stock  may  fall  to  65f ,  and  buying  at  that  he  reaps 
a  clear  profit  of  ^-  for  each  £100  of  stock  dealt  in. 

This  difference  between  the  price  he  sells  at  and 
the  price  at  which  he  obtains  the  stock  himself,  is 
called  the  jobber's  "turn."  It  also  applies,  of  course, 
to  any  stock  he  buys  from  the  broker,  in  which  case  he 
endeavours  to  sell  it  to  another  dealer  or  broker  at  a 
higher  figure — the  greater  the  difference  the  greater 
his  profit.  This  jobber's  turn  is  often  described  as 
unduly  large  and  to  the  disadvantage  of  the  public, 
but  the  dealer's  position  is  exceptional,  in  that  if 
he  wants  to  do  business  he  has  to  buy  or  sell  stock 
to  any  amount  within  the  limits  mentioned  above, 
and  although  at  times  there  have  been  suggestions 
for  the  removal  of  the  jobber,  it  is  not  easy  to  see 
how  Stock  Exchange  business  at  the  present  day 
could  be  carried  on  without  him.  Sometimes,  as 
indicated  already,  there  is  no  big  "turn"  for  him 
to  batten  on,  and  when  markets  are  demoralised 
through  some  gravely  adverse  development  in  the 
financial  or  political  world,  he  is  there  in  the  market 
to  take  the  stock  thrown  overboard  by  panic-stricken 
holders  or  speculators.  Expressed  in  the  terse  jargon 
of  the  House,  "  he  stands  to  be  shot  at." 

The  dealers  of  the  London  Stock  Exchange  are 
an  unique  body,  for  in  no  other  financial  centre  in 
the  world  do  jobbers  exist.  Sometimes,  for  a  variety 
of  reasons,  a  dealer  will  refuse  to  make  a  price  in 
a  security,  and  then  business  cannot  be  done  in 
that  stock,  or  he  will  quote  a  very  wide  price  because 
there  is  little  or  no  market  in  the  stock,  or  because 
everybody  wants  to  sell.  When  the  war  in  the 
Balkans  broke  out,  Montenegro  bonds,  in  which 
there  is  never  much  business,  were  quoted  70,  80, 
which  meant  that  a  holder  could  not  get  more  than 
£70  for  his  £100  bond,  though  if  anyone  wished  to 
buy — and  very  few  were  willing  to  buy  then — he 
would  have  to  pay  £80. 
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Usually,  when  a  broker  approaches  a  dealer  he  does 
not  disclose  whether  he  is  a  buyer  or  seller  of  the 
stock  he  inquires  about.  The  business  may  be  facili- 
tated if  he  makes  a  declaration,  or  if  he  indicates 
the  amount  of  stock  he  wishes  to  operate  in,  but  the 
essence  of  successful  dealing  is  to  determine  whether 
the  broker  is  a  prospective  buyer  or  a  prospective 
seller.  On  his  judgment  in  this  he  quotes  a  price, 
which  his  knowledge  of  the  market  tells  him  will 
enable  him  to  carry  through  the  operation  at  a 
profit  j  but  not  infrequently  he  is  mistaken. 

Many  brokers  do  not  depend  merely  upon  the  com- 
mission paid  by  the  public,  for  some  of  the  bigger 
firms  earn  a  good  deal  by  underwriting  new  loans, 
while  in  most  cases  where  appeals  are  made  to  the 
public  for  new  capital  the  broker,  whose  name  is 
stamped  on  an  application  form,  will  receive  a  com- 
mission on  the  amount  applied  for.  The  jobbers,  too, 
may  add  to  their  income  by  marketing  the  shares 
of  a  new  concern.  A  mining  company,  for  example, 
may  desire  to  avoid,  among  other  things,  the  expense 
of  publicly  advertising  its  prospectus,  but  desiring  to 
sell  its  shares  in  order  to  obtain  capital  with  which  to 
work  the  proposition,  will  offer  the  amount  to  a  dealer 
at,  we  will  say,  par.  If  the  shares  belong  to  a  category 
in  public  favour — if  it  is  a  West  African  mine  and 
there  is  a  good  market  for  West  African  shares — the 
jobber  will  experience  little  difficulty  in  placing  them 
in  the  market  among  other  jobbers  or  the  brokers  at  a 
moderate  premium,  thus  reaping  a  profit.  Afterwards 
the  shares  become  quoted  in  the  newspapers,  and 
gradually  they  get  into  the  hands  of  the  public.  To 
this  method  of  "introducing "  a  new  company  there  are 
several  objections,  for  in  the  event  of  the  concern 
proving  little  less  than  a  fraud  the  public  have  no 
remedy,  whereas  if  the  statements  in  a  prospectus 
inviting  the  public  to  apply  for  shares  are  shown  to  have 
been  wilfully  misleading,  then  the  officials  responsible 
can  be  proceeded  against.  Apart  from  that,  the  publica- 
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tion  of  a  full  prospectus  gives  the  public  data  upon 
which  to  form  an  opinion  of  the  proposition,  but  in  the 
case  of  shares  "  introduced  "  to  the  market  the  informa- 
tion obtainable  is  of  the  most  meagre  character,  and 
probably  is  supplied  by  the  jobber  interested  in  mar- 
keting the  shares. 


CHAPTER   VII 

THE   MECHANISM   OF  THE   "  HOUSE  " — 
INVESTMENT   BUSINESS 

BEFORE  endeavouring  to  show  how  the  business  of  the 
Stock  Exchange  is  carried  on,  it  must  be  stated  that 
all  transactions,  except  those  in  the  Funds — Consols, 
&c. — and  in  new  securities,  are  settled  twice  a  month. 
These  occasions  are  called  fortnightly  settlements, 
though  there  is  not  usually  an  exact  fortnight  between 
them.  Three  days  are  devoted  to  the  process,  except 
the  settlement  in  mining  shares,  which  absorbs  four, 
this  being  an  unnecessary  survival  of  the  Kaffir  boom. 
The  first  day  is  the  carry-over,  contango,  or  making-up 
day,  when  the  prices  at  which  speculative  transactions 
are  continued  for  another  period  of  fourteen  days  and 
the  rates  to  be  paid  for  such  privilege  are  fixed.  The 
second  is  ticket-day,  or  name  day,  when  the  names  and 
descriptions  of  buyers  of  registered  stocks  and  shares 
written  on  tickets  are  issued  and  passed  by  the  brokers 
to  the  jobbers,  from  whom  the  securities  have  been 
bought.  The  names  are  passed  on  from  hand  to  hand, 
until  they  reach  the  brokers  who  are  actually  deliver- 
ing the  stocks  and  shares,  when  the  transfer  deed  can 
be  drawn  up,  and  signed  by  both  parties.  The  third 
day  is  pay-day,  or  the  real  settling  day,  when  stocks 
bought  have  to  be  paid  for,  and  stocks  sold  have  to  be 
delivered. 

All  this  may  seem  complicated,  but  will  perhaps  be 
better  understood  if  an  imaginary  transaction  is  de- 
tailed. Let  it  be  supposed  that  Mr.  John  Evans  of 
Liverpool  desires  to  buy  £500  worth  of  Midland  De- 
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f erred,  which  is  that  part  of  Midland  Railway  divided 
Ordinary  stock  whose  dividend  is  deferred  until  2J 
per  cent,  has  been  paid  on  the  Preferred,  the  other 
part  of  the  Ordinary.  He  instructs  his  broker,  Mr. 
C.  T.  Ward,  who  accordingly  enters  the  market,  and 
buys  the  amount  from  a  dealer,  Mr.  James  Brookes, 
at  74J.  It  may  be  explained  that  this  operation  would 
be  described  as  buying  "half  a  Midland  Deferred," 
meaning  half  of  a  thousand  pounds  of  stock,  a 
thousand  being  one.  The  dealer  enters  the  bargain 
on  the  "  Sold  "  side  of  his  book,  and  the  broker  on 
the  '"Bought"  side  of  his.  The  latter  may  have  the 
bargain  recorded  or  "marked"  in  the  Official  List, 
which  he  does  by  entering  the  particulars  on  a  slip 
of  paper  which  he  signs.  The  record,  however,  relates 
only  to  the  price,  and  not  to  the  amount  of  the  stock. 
If  the  broker  "  marks "  it,  the  quotation  appears  on 
a  board,  and  is  transferred  thence  subsequently  to 
the  printed  Official  List.  As  these  transactions  under 
the  head  of  "Business  Done"  appear  in  most  of  the 
important  newspapers,  even  in  the  provinces,  the  client 
can  easily  trace  the  operation;  and  if  the  marking  is 
followed  by  one  at  a  higher  price  he  hugs  himself  with 
satisfaction  that  his  broker  has  done  well,  for  evidently 
somebody  else  has  had  to  pay  a  higher  price  for  the 
stock,  and  his  satisfaction  is  increased  if  his  figure  is 
well  below  the  higher  of  the  double  quotation  repre- 
senting the  buying  and  selling  prices  on  that  day. 
It  is  only  a  very  small  proportion  of  all  the  business 
clone  that  is  thus  officially  recorded,  or  marked,  but  the 
buyer  or  seller  of  stock  can  insist  upon  it  being  done. 

On  the  same  day  that  the  Midland  Deferred  is  bought, 
Mr.  C.  T.  Ward  draws  up  a  contract  note,  stating  that 
he  has  bought  for  his  client  Mr.  John  Evans  so  much 
stock  for  such  a  sum,  adding  the  amount  payable  to 
the  Government  on  the  transfer  deed,  the  registration 
fee  charged  by  the  company,  his  own  commission,  and 
the  Government  stamp  on  the  contract  note,  the  whole 
to  be  paid  on  the  next  settling-day,  the  date  of  which 
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is  given.  The  bargain  is  checked  next  morning  by  the 
clerks  of  the  buying  broker  and  of  the  selling  jobber, 
the  procedure  somewhat  resembling  a  repetition  of  the 
actual  transaction.  This  being  an  investment  opera- 
tion there  is  no  question  of  carrying  over.  On  ticket- 
day  Mr.  Ward's  clerk  puts  his  client's  ticket  into  the  box 
of  Mr.  James  Brookes,  from  whom  he  bought  Midland 
Deferred ;  the  dealer's  clerk  writes  on  the  back  of  the 
ticket  the  name  of  Kean  &  Company,  the  firm  which 
sold  the  stock  to  his  employer,  and  puts  it  into  their 
box,  and  so  it  goes  on  its  way  until  ultimately  it  comes 
into  the  hands  of  Mr.  Fred  Shorter,  the  broker  who  is 
delivering  the  stock,  having  sold  it  on  behalf  of  his 
client,  Mr.  William  Brown  of  Yarmouth.  Mr.  Shorter 
draws  up  a  transfer  deed,  stating  that  in  consideration 
of  a  certain  sum  of  money  William  Brown  is  willing  to 
transfer  £500  of  Midland  Deferred  to  John  Evans. 
Having  got  this  signed  by  William  Brown  in  the 
presence  of  witnesses,  Mr.  Fred  Shorter  presents  it  with 
the  certificate  of  the  stock  (which,  of  course,  the  seller 
has  handed  over)  to  Mr.  C.  T.  Ward  on  pay-day,  or 
as  soon  after  as  the  documents  are  ready.  The  latter 
has  in  the  meantime  received  from  Mr.  John  Evans 
a  cheque  for  the  sum  named  in  the  contract  note.  At 
the  same  time  the  various  payments  by  or  to  the 
intermediaries  are  effected,  and  finally  a  sum  is  re- 
ceived by  Mr.  Fred  Shorter,  who  hands  the  proceeds, 
less  his  commission,  to  his  client,  Mr.  William  Brown. 
Mr.  John  Evans  then  signs  the  transfer  deed,  which  is 
afterwards  sent  to  the  offices  of  the  Midland  Railway 
Company,  where  it  is  registered.  Mr.  Brown  will 
probably  receive  a  formal  note  from  the  Company  to 
the  effect  that  a  deed,  purporting  to  be  signed  by  him, 
transferring  the  amount  of  stock  out  of  his  name,  has 
been  lodged  with  them,  and  unless  they  hear  to  the 
contrary  by  return  they  will  assume  that  the  matter 
is  in  order.  Mr.  John  Evans  in  time  will  receive  a  new 
certificate  stating  that  he  is  the  registered  holder  of 
£500  Midland  Railway  Deferred  Stock 
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It  will  be  seen  that  the  process  by  which  Brown  of 
Yarmouth  sells  to  Evans  of  Liverpool  Midland  Deferred 
Stock  involves  much  routine  work,  because  before  the 
ultimate  buyer  is  brought  into  contact  with  the  actual 
seller  the  stock  may  change  hands  many  times,  but  the 
mechanism  of  the  House  works  so  well  that  a  hitch 
rarely  occurs. 

By  means  of  the  Stock  Exchange  clearing  this  work 
of  bringing  buyers  and  sellers  together  is  very  much 
facilitated.  It  is  only  the  most  active  stocks  that 
are  in  the  clearing,  but  any  firms  which  have  had 
business  in  them  during  the  previous  account  send 
lists  of  their  transactions  to  the  Clearing  House, 
which  crosses  one  off  against  the  other,  and  hands 
the  name  of  the  final  buyer  to  the  broker  of  the 
original  seller,  thus  saving  all  the  labour  involved  in 
the  ticket  passing  through  the  hands  of  each  inter- 
mediate party, 

It  happens  at  times  that  a  ticket  is  not  handed  in 
by  2.30  P.M.  on  ticket- day  to  any  firm  which  has  sold 
stock.  In  that  case  the  firm  is  empowered  to  "  sell 
out  "  the  securities ;  in  other  words,  offer  them  through 
an  official  of  the  House  to  anyone  who  will  make  a 
bid  for  them,  the  object  being  to  find  a  buyer  to 
replace  the  one  that  should  have  come  forward.  A 
new  ticket  is  then  obtained  from  the  fresh  buyer,  and 
the  one  who  has  failed  to  pass  his  name  in  due  time 
is  liable  for  any  loss  accruing  to  the  seller  through  the 
difference  in  the  price  at  which  the  original  and  the 
forced  sale  were  made.  Similarly,  if  a  transfer  deed 
signed  by  a  seller  is  not  delivered  to  the  buyer  by  a 
certain  time,  the  broker  can  make  a  fresh  purchase — 
that  is  "  buy  in,"  but  in  this  instance  a  longer  period 
is  allowed,  because  it  may  take  many  days  to  get  the 
signature  of  the  transferor.  Usually,  "buying  in" 
day  is  the  tenth  after  pay-day  in  each  account.  On 
that  day  the  broker  to  whom  stock  has  not  been  de- 
livered can  buy  in  through  an  official,  who  publicly 
bids  in  the  market  for  the  stock,  and  the  seller  who 
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has  failed  to  deliver  is  responsible  for  any  loss  his 
failure  may  cause. 

Apart  from  these  settlements  in  general  securities 
once  a  fortnight,  and  in  Consols,  &c.  once  a  month, 
there  are  what  are  known  as  special  settlements. 
These  relate  to  entirely  new  securities  —  a  new 
Government  loan,  or  the  issue  of  extra  capital  by  a 
railway  company  or  a  mining  concern.  It  is  obvious 
that  a  settlement  could  not  conveniently  be  arranged 
in  such  a  security  at  the  ordinary  settlement  following 
the  date  of  its  issue,  for  po  sibly  by  then  the  allot- 
ment to  the  public  would  not  have  been  made.  The 
Stock  Exchange  Committee,  consequently,  fix  a  date 
for  a  settlement  in  the  security  alone,  and  it  may  be 
a  month  or  two,  perhaps  two  or  three  months,  after 
the  public  issue  has  taken  place.  The  procedure 
adopted  is  similar  to  the  settlement  in  existing 
securities,  in  that  the  first  day  is  contango  day,  the 
second  ticket  day,  and  the  third  pay  day.  But 
securities  which  have  just  had  a  special  settlement 
do  not  "settle"  at  the  following  ordinary  settlement. 
They  skip  one.  For  example,  if  a  special  settlement 
in  a  new  Rubber  share  takes  place  on  April  15,  and 
the  date  for  the  next  general  settlement  is  April  25, 
there  are  no  settlement  arrangements  then  for  the 
new  security,  a  settlement  in  which  does  not  take 
place  again  until  the  next  one  in  ordinary  securities, 
which  may  be  on  May  9.  Then,  and  henceforward, 
it  ranks  with  other  securities  for  settlement.  There 
is  no  connection  between  granting  a  special  settlement 
and  granting  an  official  quotation,  for  thousands  of 
securities  obtain  the  former  and  comparatively  few 
the  latter. 


CHAPTER   VIII 

THE  MECHANISM   OF  THE   "  HOUSE  " — 
SPECULATIVE   OPERATIONS 

HAVING  seen  how  the  purchase  and  sale  of  investment 
securities  is  carried  out,  we  now  come  to  the  more 
complicated  and  more  interesting  process  by  which 
speculative  operations  are  arranged,  from  which  it  will 
be  more  clearly  seen  how  necessary  are  the  periodical 
settlements.  It  must  always  be  remembered  that  every 
bargain  done  on  the  Stock  Exchange  presupposes  an 
exchange  of  stock,  and  every  bargain  is  carried  through 
to  a  finish.  When  a  speculator  buys  £5000  worth  of 
Grank  Trunk  Ordinary,  hoping  to  sell  it  soon  at  a 
profit,  being  unable  or  unwilling  to  pay  for  it,  the 
stock  is  really  bought  from  somebody,  and  is  paid 
for,  and  even  if  by  selling  before  the  settling  day  came 
round  the  speculator  realised  his  hoped-for  profit,  or 
cut  a  loss,  the  transaction  must  be  carried  through, 
and  the  dealer  from  whom  the  broker  bought  the 
stock  must  obtain  it  from  somebody  else,  supposing 
he  has  not  the  amount  "  on  his  book."  Such  a 
speculator  not  being  able  to  pay  for  the  stock  he  has 
bought,  pays  a  consideration  to  somebody  else  who 
will  do  it  for  him.  This  consideration  is  an  interest 
rate  on  the  money  employed  in  the  purchase.  It  is 
called  a  contango,  and  its  amount  will  depend  upon 
whether  there  are  many  other  i(  bulls,"  that  is,  people 
who  have  bought  the  same  stock  speculatively,  and  also 
upon  the  current  value  of  money.  These  contango  rates 
are  fixed  on  the  first  of  the  three  days  allotted  to 
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the  settlement ;  hence  the  name  "Contango  Day."  If 
the  business  is  in  mining  shares,  the  rates  are  fixed  on 
the  day  before  contango  day  in  other  securities. 

In  the  case  of  the  speculative  operation  in  Grand 
Trunk  Ordinary  already  mentioned,  the  broker  on  the 
morning  of  contango  day  will  arrange  to  "give  upon" 
the  stock;  in  other  words,  to  pay  a  rate  to  parties 
who  bind  themselves  to  buy  £5000  of  Grand  Trunk 
Railway  Ordinary  Stock  for  cash  or  immediate  settle- 
ment, and  sell  it  again  for  the  next  account  at  a  price 
which  is  called  the  making-up  price.  The  leading 
dealers  in  the  various  markets  fix  these  making-up 
prices,  which  roughly  represent  the  quotation  current 
at  noon  on  carrying-over  (or  contango)  day.  Strictly 
speaking,  the  stock  is  not  carried  over,  the  actual 
operation  being  that  the  broker  who  bought  £5000  of 
Trunk  Ordinary,  sells  it  on  making-up  day  to  another 
firm,  usually  jobbers,  at  the  making-up  price  for  the 
current  account,  and  buys  it  back  from  them  at  the 
same  figure.  From  this  firm  the  broker  receives  a 
ticket  on  which  appear  the  name  and  address  of  the 
party  who  is  prepared  to  take  up  the  stock.  This  is 
passed  on  to  the  jobber,  from  whom  the  stock  was 
bought,  and  by  him  passed  on  to  his  seller,  until 
finally  it  reaches  the  broker  who  is  delivering  so  much 
stock  for  a  real  seller.  It  may  seem  strange  that  when 
a  man  buys  an  amount  of  stock  even  speculatively, 
there  can  be  found  a  seller  of  the  same  amount,  but 
when  the  enormous  volume  of  Stock  Exchange  business 
is  realised,  the  thing  will  be  less  difficult  to  understand. 
Frequently,  however,  the  jobbers  have  to  make  up 
odd  amounts.  As  in  the  case  of  investment  purchases, 
the  speculator  has  previously  received  a  contract  note, 
and  when  the  carrying-over  operation  has  been  done, 
he  receives  a  statement  showing  on  one  side  that  the 
stock  has  been  sold,  and  on  the  other  that  it  has  been 
bought  for  the  next  account — both  at  the  same  figure. 
Supposing  the  speculator  bought  Trunks  at  25,  and 
the  next  making-up  (or  settling)  price  was  26,  he  would 
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receive  1  per  cent,  profit,  which  on  the  transaction 
in  £5000  worth  would  be  £50,  from  which  would  be 
deducted  the  contango  charge  and  broker's  commission. 
If  the  price  reached  26  before  the  making-up  day  and 
he  sold,  he  would  receive  the  same  profit,  but  would 
avoid  paying  the  contango,  but  if  the  stock  made  up 
at  24,  he  would  lose  1  per  cent,  that  is  £50,  and  would 
have  to  pay  the  charges  just  mentioned. 

In  this  way  are  carried  on  bull  speculations.  The 
average  man  can  with  little  difficulty  understand  a 
speculator  buying  stock  which  he  is  unable  to  pay 
for,  but  to  many  there  is  something  almost  uncanny, 
if  not  immoral,  in  a  man  selling  stock  which  he  has 
not  got.  This  is  a  "  bear "  operation.  It  sounds 
much  more  of  a  gambling  transaction,  though  a  "  bull  " 
can  lose  as  much  as  a  "  bear."  The  idea  of  thus 
selling  short  is  to  buy  the  stock  back  at  a  lower  price, 
thus  closing  the  operation,  and  pocket  the  differ- 
ence. The  procedure  adopted  is  practically  a  reversal 
of  opening  a  bull  position,  and  while  in  the  latter 
case  a  consideration  is  given  for  the  privilege  of  not 
paying  for  stock,  in  bear  operations  the  speculator 
has  to  find  someone  to  deliver  the  stock  on  pay-day. 
For  this  he  may  have  to  pay  a  backwardation,  a 
consideration  for  the  loan  of  the  stock  for  settlement 
purposes.  For  example,  a  man  may  consider  that 
Rio  Tinto  copper  shares  will  fall  severely  at  an  early 
date.  He  may  never  have  owned  a  Rio  Tinto  share 
in  his  life,  but  he  sells  50  at  70,  and  if  his  view  is 
confirmed,  and  the  price  falls  say  to  68  by  the  next 
making-up  day,  he  will  see  a  profit  of  £2  per  share, 
that  is  £100  on  the  50  shares,  from  which  would  be 
deducted  the  usual  charges;  and  if  the  price  of  68 
is  reached  before  the  making-up  day  and  he  buys 
back  at  that  figure,  he  makes  the  same  profit.  As 
a  rule,  a  bear  operator  expects  to  receive  the  contango 
paid  by  a  bull,  for  he  is  able  to  accommodate  a  bull, 
who  has  bought,  by  temporarily  crossing  off  his  opera- 
tion against  that  of  the  bull,  in  the  same  way  as 
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a  firm  who  is  prepared  to  take  up  a  bull's  stock  expects 
interest  on  the  money  thus  employed.  The  practical 
result  of  this  "  matching  "  of  speculative  operations  is 
that  the  bull  lends  the  bear  stock,  and  the  bear  lends 
the  bull  money.  The  use  of  money  always  commands 
a  price,  but  no  similar  advantage  necessarily  attains 
to  the  temporary  use  of  stock. 

This  largely  explains  why  City  Editors  in  writing 
about  the  state  of  the  speculative  account  at  each 
settlement  refer  frequently  to  contango  rates,  but 
rarely  to  backwardation  rates.  The  latter  will  only 
rule  when  there  are  many  more  bears  than  bulls. 
Another  reason  why  a  backwardation  charge  is 
little  heard  of  compared  with  contangoes,  is  that 
the  normal  disposition  of  the  speculator  is  to  buy 
for  arise,  for,  as  indicated  above,  the  public  when 
it  gambles  usually  buys  what  it  cannot  pay  for, 
rather  than  sells  what  it  has  not  got.  As  a  result 
the  bull  position  in  a  security  is  usually  much  in 
excess  of  the  bear  account.  Yet  another  reason  is  that 
many  bear  positions  are  opened  for  only  a  short 
period.  They  are  entered  into  on  the  receipt  of 
some  adverse  news,  and  closed  as  soon  as  it  is 
judged  that  the  bad  news  has  had  its  full  effect  upon 
the  price.  Such  bear  operations  consequently  are 
not  carried  on  from  account  to  account,  but  are 
closed  before  the  settlement  arrives,  whereas  a  bull 
account  may  be  opened  in  view  of  an  appreciation 
in  a  stock  over  a  fairly  long  period,  and  if  this 
appreciation  continues  over  several  settlements — 
each  succeeding  making-up  price  being  higher  than 
the  one  before — the  bull  will  realise  a  profit  each 
time.  It  may  perhaps  be  added  that  a  bull  or  a 
bear  having  opened  and  closed  an  operation  during 
an  account — that  is  before  the  settlement — will  not 
receive  any  profit,  and  will  not  be  called  upon  to 
meet  any  loss  consequent  thereon  until  settling-day. 

There  is  a  method  of  acquiring  a  large  interest 
in  a  particular  security  which  is  not  exactly  an 
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investment  transaction  nor  a  bull  operation,  but  in 
a  measure  combines  both.  It  is  only  possible  to 
those  in  good  credit,  and  is  entered  into  for  the 
purpose  of  avoiding  contango  charges.  An  individual 
may,  for  example,  buy  £10,000  worth  of  Marconi 
Wireless  Telegraph  shares,  believing  that  over  the 
next  two  or  three  months  they  will  rise  materially. 
He  has  not  the  money  to  pay  for  them,  but  does 
not  wish  to  pay  contangoes  each  fortnight.  Conse- 
quently, he  obtains  from  his  banker  the  loan  of  part 
of  the  money  necessary  to  take  them  up,  depositing 
the  shares  as  security  for  the  advance,  the  banker 
periodically  charging  his  customer  interest  on  the 
money.  This  process  is  known  as  "pawning  stock," 
and  frequently  it  is  an  important  market  factor, 
for  in  the  event  of  the  security  falling  appreciably 
the  margin  agreed  upon  as  the  basis  of  the  loan 
disappears,  and  the  banker  has  the  power  to  sell 
the  shares.  The  margin  represents  the  difference 
between  the  amount  lent  and  the  market  value  of 
the  shares  at  the  time,  and  is  to  protect  the  banker 
against  a  serious  depreciation  in  the  value  of  the 
security  he  holds  as  a  pledge.  Sometimes  the  market 
in  such  a  security  appears  to  be  in  a  healthy  speculative 
state  because  of  the  large  amount  of  stock  taken 
up  and  paid  for,  but  when  this  represents  stock 
pawned  with  bankers  the  fact  is  a  potential  source 
of  weakness  through  forced  sales  in  the  event  of  a 
severe  decline  in  the  price.  This  practice  of  pawning 
stock  in  preference  to  running  speculative  accounts 
has  grown  considerably  in  recent  years. 


CHAPTER   IX 

HOW  PRICES  ABE  INFLUENCED 

THE  prices  of  Stock  Exchange  securities  are  lowered 
or  raised  by  influences  of  a  varying  character,  but 
perhaps  the  most  important  is  the  value  of  money,  by 
which  is  meant  the  rate  of  interest  at  which  money  can 
be  borrowed.  This  is  natural,  because  the  first  essential 
of  an  investment,  whether  it  be  in  land,  house  property, 
or  some  form  of  stocks  or  shares,  is  the  means  it  affords 
of  giving  a  return  upon  the  money  used  in  its  purchase 
— in  other  words,  interest  upon  capital.  If  the  value 
of  money  rises  materially,  the  natural  tendency  is  for 
investments  to  fall  in  price,  because  the  inducement 
would  arise  for  selling  them  in  order  to  use  the 
proceeds  to  better  advantage  by  lending  the  money 
direct  in  the  money  market.  If,  per  contra,  the  value 
of  money  falls  materially,  the  tendency  is  to  purchase 
investments  for  the  sake  of  the  higher  interest  they 
give  than  can  be  obtained  by  the  direct  use  of  funds 
in  Lombard  Street. 

The  influence  of  dear  or  cheap  money  more  par- 
ticularly operates  in  the  case  of  stocks  which  are  chiefly 
held  for  the  return  they  give,  and  the  interest  upon 
which  is  fixed,  such  as  Consols,  though  owing  to  their 
reputation  for  safety  the  return  is  relatively  small. 
But  very  dear  or  very  cheap  money  will  affect  all 
securities  to  some  extent — even  the  most  speculative, 
because  they  are  frequently  operated  in  with  borrowed 
money,  and  if  the  charge  for  this  becomes  onerous  the 
operations  are  abandoned,  and  the  price  of  the  stock  is 
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depressed  by  the  consequent  sales.  The  most  memorable 
instance  of  the  influence  of  very  cheap  money  in 
modern  times  was  the  period  of  distrust  and  stagnation 
in  new  enterprise  which  followed  the  Baring  collapse  in 
1890.  So  much  was  public  confidence  shaken  by  this, 
so  timid  were  capitalists  in  risking  their  money,  that 
speculation  for  a  long  time  was  virtually  dead.  There 
was,  consequently,  little  use  for  new  money  to  carry  on 
the  work  of  developing  the  world's  resources,  but  rather 
a  disposition  to  conserve  existing  funds,  and  from  Feb- 
ruary 22,  1894,  to  September  10,  1896,  a  period  of  over 
2J  years,  we  had  Bank  Rate  at  2  per  cent.,  which  is  the 
lowest  figure  to  which  it  ever  falls. 

There  were  other  factors  besides  the  aftermath  of  the 
Baring  collapse,  notably  the  failure  of  nearly  every 
important  bank  in  Australia  in  1893.  Not  only  did 
Bank  Rate  never  rise  above  2  per  cent,  for  more  than 
2J  years,  but  the  actual  value  of  money  in  Lombard 
Street  was  materially  below  that  figure — indeed,  for 
weeks  and  months  together,  floating  capital  was 
virtually  unlendable,  loans  from  day  to  day  being 
worth  only  |  or  J  per  cent,  per  annum.  The  effect  was 
to  drive  enormous  sums  to  the  only  field  where  they 
could  be  employed  at  something  like  remunerative 
rates,  and  that  was  the  Stock  Exchange,  where  Consols 
and  other  gilt-edged  securities  were  carried  up  to 
inflated  prices.  Consols,  then  bearing  2|  per  cent, 
interest,  in  1896  and  1897  rose  to  practically  114,  a 
figure  giving  a  return  to  the  purchaser  of  £2,  8s.  2d.  per 
cent,  without  making  allowance  for  the  prospective 
reduction  in  interest  to  2|  per  cent,  in  1903.  The 
movement  extended  to  Colonial  Government  and 
Colonial  and  domestic  Corporation  stocks,  and  even 
to  debentures  of  our  railways,  until  we  saw  a  prior 
charge  stock  of  the  London  &  North  Western  Company 
quoted  at  a  price  by  which  a  purchaser  obtained  no 
higher  rate  than  that  mentioned  above  upon  Consols. 
It  was  recognised  that  values  were  inflated,  and  that 
a  reaction  would  come,  but  the  need  among  the  big 
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capitalists,  the  banks,  and  the  insurance  companies  for 
using  at  remunerative  rates  the  money  which  ac- 
cumulated with  them  owing  to  the  prolonged  financial 
distrust,  compelled  them  to  purchase  Consols  and  other 
fixed  interest-bearing  stocks  even  at  fancy  prices. 

The  reverse  process  of  stocks  being  depressed  by 
exceptionally  dear  money  has  been  seen  several  times 
since  then.  The  outbreak  of  war  in  South  Africa  in 
1899  necessitated  a  6  per  cent.  Bank  Rate  and  heavy 
borrowing  by  the  Government,  though  it  was  not  until 
the  following  year  that  Consols  dropped  to  below  par 
for  the  first  time  since  the  period  of  abnormally  cheap 
money  mentioned  above.  In  1907  a  7  per  cent.  Bank 
Rate  became  necessary,  owing  to  the  exceptionally 
severe  financial  crisis  in  the  United  States  of  America, 
during  which  the  various  banks  for  a  time  practically 
suspended  cash  payments.  Partly  as  a  result  of  that 
Consols,  the  interest  upon  which  had  been  auto- 
matically reduced  from  2f  per  cent,  to  2^  per  cent,  in 
1903,  then  declined  to  80|,  though  the  stock  had  been 
falling  ever  since  1900. 

A  more  recent  instance  of  the  effect  of  dear  money 
followed  the  outbreak  of  war  in  the  Balkans  in  1912, 
for,  apart  from  the  fear  of  other  and  more  important 
nations  being  involved,  it  was  recognised  that  an  in- 
evitable effect  of  the  conflagration  would  be  the 
necessity  for  raising  new  loans  on  a  very  large  scale, 
and  as  this  occurred  at  a  period  of  world- wide  activity 
in  trade,  necessitating  the  turn -over  of  enormous 
capital,  the  value  of  money  at  all  the  leading  centres 
advanced  appreciably.  London,  as  the  financial  clear- 
ing house  of  the  world,  bore  the  brunt  of  the  demand 
for  money,  and  although  the  Bank  of  England  rate 
did  not  rise  above  5  per  cent.,  the  actual  value  of 
money  was  dearer  than  for  a  long  time  previously, 
and  the  stringency  was  unduly  prolonged.  The  price 
of  Consols,  consequently,  further  dropped,  and  at  one 
time  in  1912  touched  a  record  low  figure  of  72|.  All 
other  gilt-edged  securities  followed  suit,  until  the 
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prices  quoted  indicated  a  great  advance  in  the  interest 
return  to  a  purchaser  upon  the  figure  obtainable  some 
years  previously. 

It  will  be  seen,  therefore,  that  the  value  of  money 
is  an  important  factor  in  determining  the  price  of 
securities,  especially  those  bearing  a  fixed  rate  of 
interest.  War  is  another  great  influence,  but  in  this 
case  also  it  is  mainly  because  every  war  is  expensive, 
probably  entailing  heavy  borrowing,  and  producing, 
consequently,  dear  money.  The  effect  of  all  the  im- 
portant wars  in  modern  times  has  been  to  lower  prices 
of  stocks,  if  only  temporarily,  while  if  a  belligerent 
power  has  emerged  successfully  from  a  war,  and  has 
increased  its  territory  thereby,  the  adverse  effect  upon 
its  stocks  will  continue  if  it  is  left  with  a  burdensome 
legacy  in  the  shape  of  a  big  addition  to  the  National 
Debt.  We  saw  this  in  our  own  case  after  South 
Africa,  and  we  saw  it  in  the  case  of  Japan  after  the 
conflict  with  Russia.  Dear  money  is  often  brought 
about  also  by  the  demands  of  trade,  so  that  we 
generally  find  a  period  of  very  active  trade  accompanied 
by  a  downward  movement  in  securities.  Government 
loans,  while  primarily  influenced  by  monetary  con- 
siderations, are  affected  also  by  any  variation  in  the 
country's  credit.  Thus  if  a  nation  is  disposed  to 
borrow  largely,  the  effect  is  to  depress  the  price  of  its 
existing  loans,  so  that  it  is  a  common  experience  for 
the  bonds  of  a  country  to  fall  on  the  announcement 
of  new  borrowing.  If,  on  the  other  hand,  a  nation  is 
uniformly  punctual  in  paying  the  interest  on  its 
loans,  redeeming  debt  as  it  falls  due,  or  evinces  a 
desire  to  redeem  its  obligations  before  it  is  bound  to, 
then  the  credit  of  the  country  will  rise,  and  will  be 
reflected  in  an  appreciation  in  the  market  values  of 
its  bonds. 

Those  securities  the  dividend  upon  which  is  de- 
pendent upon  the  degree  of  prosperity  attained,  such 
as  Railway  Ordinary  stocks  and  stocks  and  shares 
of  all  joint-stock  companies,  will,  of  course,  vary  in 
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price  according  to  the  prospects  of  larger  or  smaller 
profits,  though  all  would  be  affected  to  some  extent 
by  good  or  bad  news  directly  concerning  the  country 
in  which  they  operate.  Frequently  any  such  move- 
ment in  prices  is  purely  sentimental.  Thus  the  death 
of  King  Edward  VII  caused  weakness  in  all  securi- 
ties. There  was  little  reason  for  this,  except  the 
remote  contingency  that  the  circumstance  might  be 
considered  a  favourable  opportunity  by  the  enemies 
of  the  country  to  initiate  an  aggressive  action,  on 
the  theory  that  the  condition  into  which  a  country 
is  thrown  by  the  death  of  its  ruler  renders  it  less 
able  to  oppose  such  action.  Such  a  fear  is  not  usually 
strongly  felt,  and  it  may  be  that  when  dealers  mark 
prices  down  when  the  country  is  faced  with  a  dire 
misfortune,  the  action  in  a  measure  is  an  indication 
of  their  sympathy.  The  raising  of  prices  on  receipt 
of  news  of  success  in  war  is  more  reasonable. 

The  reasons  sometimes  adduced  for  movements  in 
prices  occasionally  seem  remarkable.  When  some 
years  ago  Germany  despatched  a  gun-boat  to  the 
coast  of  Morocco,  at  a  time  when  delicate  negotia- 
tions respecting  that  country  were  proceeding  be- 
tween France  and  Germany,  a  very  unpleasant  feeling 
was  created,  and  South  African  mining  shares,  in 
particular,  fell  sharply,  though  there  was  no  ground 
for  fearing  that  the  industry  would  be  prejudiced 
in  the  slightest  degree  even  should  France  and  Ger- 
many go  to  war.  The  explanation  was  that  the 
French  are  large  holders  of  Transvaal  mining  shares, 
and  that  in  the  event  of  their  country  being  involved 
in  war  there  would  be  at  once  a  sale  of  all  realisable 
securities,  the  natural  disposition  at  such  times  being 
to  have  as  large  liquid  resources  as  possible.  It 
was,  consequently,  the  fear  of  a  heavy  French  selling 
that  caused  the  London  market  for  South  African 
shares  to  become  flat  when  this  unfavourable  political 
incident  was  known. 

A  general  depreciation  in  Stocks  as  a  result  of  bad 
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news  is  not  so  illogical  as  it  may  seem  when  it  is 
considered  that  a  severe  fall  in  one  particular  market 
which  is  directly  affected  by  bad  news  may  entail 
such  a  loss  to  holders  that  they  are  forced  to  sell 
other  securities  in  order  to  make  the  loss  good.  It 
can  be  understood,  therefore,  why  the  news  of  a 
serious  revolutionary  movement  in  Mexico,  or  the 
overthrow  of  a  dynasty  in  China,  should  have  a 
weakening  effect  upon,  say,  English  railway  stocks. 
Direct  causes  of  movements  in  the  latter  are,  of 
course,  the  signs  pointing  to  whether  the  lines  will 
earn  greater  or  smaller  profits.  The  mere  whisper 
of  possible  labour  troubles  on  any  railway,  or  in  any 
important  centre  of  industry,  such  as  the  coal-fields, 
is  sufficient  to  cause  a  general  decline  in  prices,  and 
this  has  been  more  noticeable,  perhaps,  since  the 
brief  national  Railway  strike  in  1911,  and  the  more 
prolonged  strike  of  coal-miners  in  1912.  There  are 
other  factors  besides  these  affecting  the  amount  of 
a  company's  receipts — increases  in  capital,  though 
these  are  rare  nowadays,  and  the  growth  or  curtail- 
ment of  the  cost  of  working.  Of  late  years  working 
costs  have  tended  to  rise,  because  of  the  higher  price 
of  coal  and  other  material  used,  and  the  increase 
in  wages,  while  practically  the  only  direction  in  which 
railways  in  recent  years  have  been  able  to  reduce 
expenses^  has  been  by  working  in  more  friendly  agree- 
ment one  with  another,  and  thus  avoiding  useless 
competition.  Various  steps  in  this  direction  in  recent 
years  have  had  a  marked  effect  upon  the  stocks  of 
the  companies  concerned. 

One  important  factor  in  moving  prices  on  the  Stock 
Exchange  has  nothing  to  do  with  the  measure  of 
prosperity  of  a  compan}%  favourable  or  unfavourable 
political  developments  here  or  abroad,  or  the  value 
of  money,  and  that  is  the  nature  of  the  speculation  in 
a  particular  security,  or  a  group  of  securities.  While 
the  speculation  may  arise  from  one  of  these  influences, 
we  may  also  see  a  bull  campaign  in  a  Home  Railway 
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stock  when  circumstances  are  unfavourable  to  that 
market  as  a  whole.  South  Eastern  and  Chatham 
stocks  may  be  speculatively  bought  for  the  rise  on  the 
reports  of  important  discoveries  of  Kent  coal.  Their 
prices,  therefore,  are  raised  when  other  stocks  may  be 
falling,  and  the  extent  of  the  rise  and  its  duration  will 
depend  upon  the  strength  of  the  bull  party.  The 
creation  of  such  a  bull  position,  however,  is  a  potential 
source  of  weakness,  for  when  the  moment  is  considered 
opportune  to  sell  out  and  secure  profits,  prices  are 
almost  certain  to  fall.  In  the  same  way,  if  a  speculative 
account  for  the  fall — a  bear  position — is  opened  because 
it  is  considered  that  a  particular  railway  or  the  com- 
panies generally  are  faced  with  a  period  of  adversity— 
or  even  because  it  is  considered  that  the  bull  party 
have  raised  prices  to  a  level  which  is  quite  unjustified 
—then  a  potential  source  of  strength  is  produced, 
because  ultimately  the  bears  must  buy  back  the 
stock  they  have  speculatively  sold.  As  Mr.  Duguid 1 
tersely  puts  it,  "  Every  bull  is,  of  course,  a  potential 
seller,  and  every  bear  a  potential  buyer."  It  con- 
sequently happens  that  good  news  may  be  followed 
by  a  fall  in  prices,  because  of  selling  by  bulls  who  have 
opened  positions  for  the  rise,  and  are  anxious  to  take 
advantage  of  a  favourable  circumstance  to  sell,  while 
bad  news  may  be  followed  by  a  rise  in  prices,  because 
of  the  buying  back  by  the  bears,  who  perhaps  opened 
their  positions  in  anticipation  of  the  bad  news. 
Usually,  however,  such  apparently  illogical  movements 
are  of  short  duration,  and  ultimately  the  real  effect  of 
the  news  will  be  seen. 

The  reader  of  the  financial  columns  of  a  newspaper 
will  notice  how  frequently  prices  are  influenced  by 
rumours,  and  probably  there  is  no  other  centre  of 
business  where  such  an  effect  is  produced  by  ill- 
founded  reports.  Frequently  the  rumours  are  cir- 
culated by  speculators  to  suit  their  own  ends,  and 

1  The  Stock  Exchange,  by  Charles  Duguid. 
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usually  it  is  most  difficult  to  trace  their  origin. 
Sometimes  they  prove  to  be  an  intelligent  anticipation 
of  events,  and  sometimes  they  represent  the  leakage 
of  official  information.  The  latter  more  frequently, 
perhaps,  obtains  in  the  case  of  mining  companies,  the 
shares  of  which  are  the  medium  of  active  speculation. 
Consols  may  fall  on  the  rumour  of  an  unfavourable 
turn  in  European  politics,  India  stocks  because  a 
new  loan  is  mentioned,  and  Home  Rails  because  of 
alleged  dissatisfaction  among  employes,  while  Ameri- 
can, Canadian,  or  Argentine  Rails  may  rise  on  rumours 
of  increased  dividends,  and  South  African  mining 
shares  on  rumours  of  rich  discoveries  in  the  Transvaal. 
Usually  the  effect  of  these  is  temporary,  and  after- 
wards they  are  forgotten,  but  a  notable  instance 
of  a  rumour  stoutly  persisted  in,  in  face  of  repeated 
official  denials,  and  the  consequent  rise  in  price 
maintained  for  a  long  time,  was  seen  recently  when 
the  deferred  stock  of  the  Peninsular  and  Oriental 
Steam  Navigation  Company  rose  from  245  to  425 
owing  to  rumours,  which  are  still  unconfirmed,  that 
the  company  was  interested  in  a  very  important 
scheme  for  amalgamating  with  another  big  shipping 
company.  In  this  case  there  was  justification  for 
part  of  the  rise  in  the  low  valuation  at  which  the 
company's  steamers  appeared  in  the  accounts,  and 
in  the  great  prosperity  of  the  shipping  industry 
generally.  Yet  another  influence  upon  Stock  Ex- 
change prices  is  connected  with  operations  in  options ; 
but  this  calls  for  a  chapter  to  itself. 


CHAPTER   X 

OPTIONS 

ONE  branch  of  Stock  Exchange  business  little  under- 
stood by  the  outside  public  is  that  connected  with 
options.  There  are  three  kinds  of  options — the  "  call," 
the  "put,''  and  the  "put  and  call."  In  the  first 
case  a  sum  of  money  is  given  for  the  right  to  buy, 
or  "call"  shares  at  a  future  date,  but  at  the  price 
current  in  the  market  when  the  operation  is  entered 
into.  In  the  second  case  the  payment  of  a  similar 
money  consideration  gives  one  the  right  to  sell  or 
"  put "  shares  at  the  current  price  at  a  future  date ; 
while  the  purchaser  of  a  "  put  and  call "  option 
acquires  the  right  either  to  buy  or  to  sell  shares  at 
the  current  price  at  some  future  time,  irrespective,  in 
all  three  operations,  of  what  the  market  quotation  at 
such  future  time  may  be.  The  attraction  of  options  is 
in  the  fact  that  an  operator  can  limit  his  loss  to  the 
actual  outlay  incurred  in  buying  the  option. 

With  respect  to  the  "call"  option,  if,  for  example, 
it  is  considered  that  De  Beers  Diamond  shares  will 
rise  appreciably  from  the  current  price  of  19  in  the 
course  of,  say,  three  months,  money  is  given  for 
the  call  of  the  shares  at  19  at  the  end  of  that  period. 
Supposing  the  shares  shall  then  have  risen  to  21, 
they  can  be  sold  at  a  profit  of  £2  each,  but  from 
this  has  to  be  deducted  the  cost  of  the  option,  which 
may  be  155.  per  share  and  the  broker's  charges.  To 
effect  delivery  of  the  shares  sold  the  speculator  would 
exercise  the  call  option.  This  privilege,  as  in  other 
option  business,  cannot  be  exercised  until  the  date 
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fixed.  If  the  shares  before  then  have  risen  to, 
say,  25,  the  holder  though  unable  to  exercise  his 
option  could  sell  the  number  of  shares  involved  at 
25,  and  arrange  not  to  deliver  them — thus  opening 
a  "  bear "  position — until  the  time  arrived  when 
he  could  obtain  the  number  under  the  terms  of 
his  option.  Having,  therefore,  sold  at  25,  he  is 
in  a  position  to  deliver  shares  costing  him  15  each, 
but  in  this  case,  beyond  the  costs  already  mentioned, 
he  has  had  to  pay  continuation  and  brokers'  charges 
at  each  settlement,  which  would  absorb  a  portion 
of  his  profits.  In  the  event  of  the  shares  not 
moving  sufficiently  to  justify  the  exercise  of  the 
option,  he  merely  abandons  it. 

Under  the  second  kind  of  option,  the  "  put,"  by 
which  the  right  is  acquired  to  sell  shares  at  some  future 
date  at  the  current  price,  if  De  Beers  quoted  at  19 
are  considered  likely  to  fall,  an  operator  pays  money 
to  somebody  in  order  to  be  able  to  sell  them  at  19,  say 
three  months  hence.  This,  it  will  be  seen,  is  the  reverse 
of  the  "  call "  option,  and  usually  the  charge  for  acquir- 
ing the  privilege  is  the  same.  In  this  case,  also,  the 
option  cannot  be  exercised  before  the  period  mentioned, 
though  in  the  event  of  the  shares  moving  favourably 
to  the  operation  before  then,  the  circumstance  can  be 
taken  advantage  of  to  operate  speculatively.  Thus, 
should  De  Beers  fall  from  19  to  17  in  two  months  time 
or  less,  the  holder  of  a  three  months  "put"  option 
would  buy  at  17,  and  carry  over  the  shares  until  the 
period  arrived  which  enabled  him  to  exercise  his  option 
to  sell  at  19,  completing  his  contract  with  the  shares  he 
has  bought  at  17,  and  has  since  carried  over.  He 
would  thus  obtain  a  profit  of  £2  per  share,  from  which 
would  be  deducted  the  cost  of  the  option  and  of  con- 
tinuing the  shares  bought,  and  brokers'  charges. 

The  third  form  of  option  is  merely  a  combination 
of  the  "put"  and  the  "call."  It  costs  twice  as  much 
as  either  of  those,  but  it  enables  a  man  to  buy  or  to 
sell  at  some  future  date  at  a  price  agreed  upon  when 
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the  arrangement  is  made.  This  might  seem  to  assure 
success,  but  the  cost  is  such  that  a  security  would  have 
to  move  appreciably  before  a  profit  could  be  realised, 
and  if  it  did  not  so  move  the  double  option  money  would 
be  lost.  Even  a  moderate  movement  either  way, 
however,  while  it  would  not  permit  of  a  profit,  would 
enable  the  holder  of  such  an  option  to  reduce  the 
actual  loss  incurred.  This  will,  perhaps,  be  seen  more 
clearly  in  the  following  table  setting  out  the  possible 
results  of  the  three  kinds  of  options  in  the  case  of  the 
same  share : 

Example  of  the  operation  of  a  three  months'  "call " 
option  on  10  De  Beers  shares  at  19J : 

Purchase  of  10  De  Beers  at  19|  .  .  .  .  £195  0  0 
Plus  cost  of  option  at  155.  per  share  .  .  .  7  10  0 


£202  10  0 
Selling  value  of  10  De  Beers  if  price  has  risen  to 

20J  on  maturity  of  option      ....     £205  0  0 

Less  cost  as  above  .                 202  10  0 


Profit  on  exercise  of  "  call "          .        .        £2  10    0 


Example  of  the  operation  of  a  three  months'  "put" 
option  on  10  De  Beers  shares  at  19^ : 

Realised  by  sale  of  10  De  Beers  at  current  price 

of!9£ £195     0  0 

Less  cost  of  option  at  15s.  per  share        .        .         .           7  10  0 

187  10  0 

Cost  of  10  De  Beers  bought  at  18J         ...       185    0  0 

Profit  on  exercise  of  "put"          .        .        £2  10  0 
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Example  of  "put  and  call"  option  on  10  De  Beers 
at  current  price  of 


Purchase  of  10  De  Beers  at  19J     .         .        .        .     £195    0    0 
Plus  cost  of  double  option  at  30s.  per  share  .        .         15    0    0 

£210    0    0 
Value  of  10  De  Beers  if  price  has  risen  to  20£  on 

maturity  of  option  .....       205     0    0 

Loss  on  operation  if  "  call  "  option  exercised          .        £500 

It  will  be  seen  from  this  that  if  De  Beers  rise  from 
19J  to  20J  the  profit  to  one  who  exercises  a  call  option 
is  the  same  as  that  accruing  to  one  exercising  the 
"  put  "  when  the  shares  fall  from  19|  to  18J,  while  in 
the  case  of  the  holder  of  a  double  option  exercising  the 
"  call  "  on  the  shares  rising  from  19  J  to  20£  the  net 
loss  on  the  transaction  is  £5  (though  he  stood  to  lose 
£15,  the  amount  he  paid  for  his  "  put  and  call  ").  The 
loss  would  be  the  same  if  the  shares  fell  from  19|  to 
18J,  and  he  then  exercised  his  "  put  "  option. 

It  might  be  asked,  When  an  operator  believes  that 
shares  are  likely  to  rise,  why  does  he  not  buy  them 
outright,  and  thus  save  these  various  charges  ?  The 
answer  is  that  the  operator  may  not  be  in  a  position  to 
take  up  nearly  so  many  shares  as  he  can  control  under 
an  option,  and  that  he  wants  to  limit  the  extent  of  his 
possible  loss,  for  it  must  be  clearly  understood  that 
apart  from  speculative  operations  arising  out  of  the 
business,  such  as  described  above  (which  need  not  be 
entered  into  at  all),  the  full  extent  of  the  loss  incurred 
by  one  who  gives  money  for  the  "  call  "  or  the  "  put  " 
of  stocks  or  shares  is  represented  by  the  cost  of  the 
option.  Even  if  De  Beers  fell  from  19  to  5,  the  holder 
of  a  call  option  would  lose  nothing  more  than  the  hard 
cash  he  has  already  spent  —  and  that,  by  the  way,  is 
not  payable  until  the  option  matures.  To  this  extent, 
therefore,  option  business  is  the  safest  form  of  Stock 
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Exchange  speculation.  It  is  not,  however,  greatly 
favoured  by  the  outside  public,  many  of  whom  desire  to 
see  something  tangible  for  actual  expenditure,  even 
if  it  is  only  the  worthless  scrip  of  a  moribund  mining 
company.  It  is  doubtful,  too,  whether  many  of  the 
public  really  understand  options.  There  is  perhaps 
something  opposed  to  their  established  notions  of 
buying  and  selling  in  the  privilege  of  being  able  to  buy 
or  sell  at  to-day's  price  three  months  hence,  and 
certainly  in  conjunction  with  speculative  operations, 
the  adoption  of  which  may  frequently  make  all  the 
difference  between  profit  and  loss,  the  matter  is  too 
complicated  for  any  but  professional  speculators. 

When,  however,  a  member  of  the  public  does  venture 
to  tread  the  unfamiliar  paths  of  option  business,  he 
invariably  bays  a  "  call  " — rarely  a  "  put."  This  is  in 
accordance  with  the  preference  mentioned  in  a  former 
chapter  for  buying  stock  which  cannot  be  paid  for, 
rather  than  selling  stock  which  cannot  be  delivered. 
The  public  may  summon  up  courage  enough  to  give 
money  for  the  call  of,  say,  Chartereds  at  the  current 
price,  but  it  would  probably  be  difficult  to  convince 
them  that  it  is  quite  as  safe  to  acquire  the  right  to  sell 
Chartereds  at  the  same  figure  in  three  or  four  months 
time.  To  some  extent  the  prejudice  is  logical,  because 
James  Johnston,  in  acquiring  a  call  option  may  see  his 
way  to  take  up  and  pay  for  the  shares  involved,  but 
in  the  case  of  a  "  put  "  he  might  wonder  where  he  is 
to  get  the  shares  from  if  he  decided  to  exercise  his 
privilege  of  selling  them  at  a  distant  date. 

It  will  be  gathered  that  while  a  clear-cut  option  is 
perfectly  safe,  in  that  the  liability  of  the  operator  is 
restricted  to  the  actual  expenditure  incurred,  it  is 
possible  that  when  the  procedure  is  intermixed  with 
speculative  selling  or  buying  considerable  losses  may  be 
involved.  One  with  a  three  months'  call  of  Chatham 
Ordinary  at  19  (that  price  including  the  cost  of  the 
option)  might  in  a  few  weeks  time  see  the  stock  rise 
to  21,  thus  showing  a  paper  profit  of  £2  for  each 
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£100  of  stock  he  is  operating  in.  Consequently,  he 
sells  at  21,  because  under  the  terms  of  his  option  he 
can  buy  at  19.  He  thus  opens  a  "  bear  "  position, 
but  it  is  what  is  known  as  "a  protected  bear  " — pro- 
tected by  his  option.  The  stock,  however,  may  further 
rise  to  23.  This  would  have  promised  a  fine  profit 
under  his  option ;  but  having  sold  stock  at  21  he  is 
faced  with  having  to  pay  the  difference  between  21  and 
23  at  the  next  settlement,  and  further  differences  at 
the  following  settlements  should  the  rise  continue  until 
he  can  exercise  his  option.  Feeling  alarmed  that  this 
may  happen,  he  closes  his  "bear"  position  by  buying 
back  at  23,  thus  losing  £2,  which  if  he  is  operating  in 
£1000  worth  of  stock  means  a  loss  of  £20.  He  is  then 
left  with  what  chance  his  call  option  at  19  offers,  and 
perhaps  by  the  time  that  matures  Chatham  Ordinary 
has  fallen  back  to  19,  and  it  is  no  advantage  to  him  to 
call.  Supposing,  therefore,  the  option  money  was  £10, 
he  is  left  with  a  debit  balance  of  £30. 

It  is  because  options  are  chiefly  favoured  by  those 
inside  the  Stock  Exchange  that  they  frequently  have 
a  material  effect  upon  prices.  There  are  many  who 
make  a  speciality  of  this  business,  either  in  buying 
or  selling  options  for  the  put  or  call,  or  both.  Usually 
one  acquires  an  option  to  cover  a  period  during  which 
it  is  expected  that  something  will  happen  of  a  nature 
to  influence  materially  the  price  of  the  security  in 
which  the  option  is  taken.  In  Home  Railway  stocks 
it  may  be  the  period  of  dividend  announcements,  or 
the  chairmen's  statements  at  the  meeting  of  share- 
holders ;  in  mining  shares,  the  period  when  production 
is  due  to  begin,  or  also  the  dividend  date  ;  and  in 
American  Rails,  the  period  when  something  may  be 
known  regarding  the  crop  prospects.  It  is  the  usual 
practice  for  one  who  has  sold  a  call  option  to  buy 
half  the  amount  of  stock  involved  as  a  precautionary 
measure,  because  if  the  price  should  so  move  as  to 
justify  the  faith  of  the  man  who  has  bought  the  option, 
the  seller  is  faced  with  the  possibility  of  having  to 
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deliver  the  stock  at  a  certain  figure  at  a  time  when 
it  could  only  be  purchased  at  a  much  higher  price. 
Consequently,  he  protects  himself  to  the  extent  of  half 
his  liability,  and  his  purchase  will  almost  certainly 
influence  the  price.  If  the  stock  should  go  on  rising, 
he  will  perhaps  buy  more  to  limit  his  prospective  loss. 
If,  however,  on  the  approach  of  the  day  for  declaring 
options  the  stock  has  moved  so  little  or  has  fallen  so 
much  that  there  is  the  remotest  chance  of  the  call 
option  being  exercised,  then  he  who  sold  the  option 
and  has  bought  half  the  stock  as  a  "  hedge  "  will  sell 
the  stock,  because  he  has  no  further  use  for  it.  If 
he  obtains  a  better  price  than  he  bought  at,  so  much 
the  better,  but  if  he  sells  at  the  same  figure,  then  he 
has  the  option  money  to  his  credit.  In  the  same  way 
one  who  has  sold  a  "  put  "  will  sell  half  the  amount, 
because  he  is  faced  with  the  possibility  of  having  to 
buy  the  stock  at  a  certain  figure,  and  if  he  sells  before 
the  expected  fall  (which  is  the  raison  d'etre  of  the 
"  put  ")  has  taken  place,  he  has  limited  his  possible 
loss.  The  period  fixed  for  an  option  is  the  date  of 
a  Stock  Exchange  settlement,  and  the  holder  must 
declare  his  intention  of  exercising  it  the  day  before 
the  carry-over.  Such  method  of  acquiring  an  interest 
in  securities  is  greatly  favoured  by  Continental  specu- 
lators, and  frequently  when  one  reads  that  Canadian 
Pacifies  were  bought  by  Berlin,  or  Rio  Tintos  by 
Paris,  it  really  means  that  operators  in  those  centres 
were  buying  call  options — "  giving  for  the  call  "  is  the 
technical  expression. 

Not  infrequently  joint-stock  companies — mining  and 
rubber  undertakings  more  particularly — offer  their  share- 
holders the  option  to  purchase  additional  shares  at 
a  certain  price  at  a  future  date,  the  reason  being  that 
the  price  of  the  existing  shares  may  then  have  so 
much  appreciated  in  value  as  to  make  the  operation 
profitable  to  the  shareholders.  A  notable  instance  of 
this  was  when  the  Chartered  Company  (the  British 
South  Africa  Company)  issued  debentures  with  an 
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option  to  subscribers  of  taking  up  at  certain  dates 
new  shares  at  a  certain  price.  Most  of  these  options 
were  exercised,  and  by  this  means  the  working  capital  of 
the  Company  was  substantially  increased.  Such  options 
are  sometimes  as  freely  dealt  in  in  the  market  as  the 
shares  themselves,  and  the  price  of  the  latter  may  be 
sensibly  influenced  by  the  prospects  of  the  exercise 
or  abandonment  of  the  option  when  the  period  for 
such  approaches. 


CHAPTER   XI 

STOCK  EXCHANGE  BOOMS 

THE  nature  of  a  boom  is  sufficiently  indicated  by  the 
account  in  an  earlier  chapter  of  the  South  Sea  Bubble. 
In  that  case  the  excitement  mainly  centred  in  the 
shares  of  one  company,  though  it  encouraged  the 
formation  of  similar  undertakings  to  take  advantage 
of  the  public's  folly.  Usually  a  boom  occurs  in  a 
group  of  securities,  the  most  important  instance  of 
which,  after  the  South  Sea  Bubble,  was  the  Railway 
mania  of  1845.  Then  numerous  schemes  were  pro- 
pounded for  the  building  of  railways  all  over  the 
country,  and  at  the  height  of  the  craze  almost  every 
day  saw  a  fresh  scheme  launched.  The  scrip  of  the 
new  companies  became  a  great  gambling  counter,  and 
there  were  frantic  dealings  in  allotment  letters,  for 
owing  to  the  fact  that  no  deposit  money  was  payable 
when  applying  for  shares,  the  offer  of  capital  was  re- 
sponded to  by  anybody  who  could  show  what  seemed 
a  respectable  address.  Most  of  these  "  stags,"  as 
they  are  called  in  the  City,  had  not  the  remotest 
idea  of  paying  the  money  due  on  receipt  of  the  allot- 
ment letter,  the  practice  being  to  sell  that  at  once  at 
the  premium  quoted  in  the  market.  The  official  hours 
of  business  were  too  short  to  deal  with  the  enormous 
transactions,  and  long  after  the  Stock  Exchange  was 
closed  each  day  the  gamble  continued  merrily  in  the 
coffee-houses  and  other  places  of  resort  in  the  City. 
A  member  of  the  Stock  Exchange,  who  joined  the 
House  about  that  time,  some  years  ago  published  his 
impressions  of  the  period  in  the  City  Press. 

67 


68  THE    STOCK    EXCHANGE 

"  Never  since  the  days  of  the  old  South  Sea  Bubble," 
he  says,  ''has  wild  speculation  run  so  rampantly  mad 
as  when  George  Stephenson  had  placed  his  first  loco- 
motive— the  '  Rocket ' — on  the  metals  of  the  Liverpool 
and  Manchester  Railway.  The  British  public  led  the 
way  of  laying  down  railways  ail  over  Great  Britain 
and  Ireland,  and  set  an  example  that  every  country 
has  since  followed.  The  whole  country  was  speedily 
seized  with  an  irresistible  craving  to  take  a  solid  and 
serious  part  in  the  movement.  Never,  indeed,  since 
the  time  of  Queen  Anne  and  the  scenes  in  Change 
Alley,  has  the  spirit  of  speculation  been  so  rife  through- 
out the  whole  of  the  land,  and  throughout  almost  all 
classes,  as  when  the  great  railway  mania  set  in,  and 
Great  Britain,  from  John  o'  Groat's  to  the  Land's 
End,  was  mapped  out  with  projected  railways.  A 
solicitor  or  two,  a  civil  engineer,  a  Parliamentary  agent, 
possibly  a  contractor,  a  map  of  England,  a  pair  of 
compasses,  a  pencil,  and  a  ruler,  were  all  that  were 
requisite  to  commence  the  formation  of  a  railway  in 
those  halcyon  days — at  any  rate  so  far  as  drawing  up 
the  prospectus  was  concerned." 

In  the  first  three-quarters  of  the  year  1845  the 
number  of  new  projects  registered  was  1035,  and  in 
October  there  were  363  more  ;  but  that  month  saw  the 
inevitable  collapse  of  the  boom.  It  began  with  the 
raising  of  the  Bank  Rate  to  check  the  frenzied  specula- 
tion, a  movement  which  drew  attention  to  the  gravity 
of  the  situation,  and  was  followed  by  a  heavy  fall  in  all 
Stock  Exchange  securities,  amongst  which  Railway 
shares,  instead  of  being  quoted  at  a  substantial 
premium  on  their  par,  or  face  value,  fell  to  a  heavy 
discount.  The  chief  cause  of  the  collapse  and  the 
wide-spread  distress  which  followed,  was  the  raising  of 
the  question  regarding  the  deposits  required  by  the 
Government  on  each  railway  scheme.  With  the  rise  in 
the  Bank  Rate  money  became  dear.  It  was  evident, 
too,  that  many  of  those  who  had  made  themselves 
responsible  for  calls  on  the  new  securities  were  "  men  of 
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straw,  and  that  a  large  proportion  of  the  schemes 
would  have  to  be  abandoned  through  sheer  inability 
to  comply  with  Government  requirements.  Conse- 
quently, scrip  was  sold  for  what  it  would  fetch  by 
those  anxious  to  avoid  payment,  for  it  must  be 
remembered  that  there  was  no  limited  liability  in  those 
days,  which  meant  that  every  holder  of  one  share  could 
be  called  upon  for  the  whole  of  the  debts  of  the 
company.  Many  persons  of  substance  found  themselves 
involved  in  disaster,  and  many  of  those  liable  for  calls 
had  to  sojourn  abroad  for  some  years.  The  panic 
which  accompanied  the  collapse  was  so  acute  that 
speculation  was  entirely  stopped  for  some  time,  and  this 
feverish  interest  of  the  public  in  a  new  industry, 
instead  of  fostering  it,  probably  seriously  checked  its 
development.  Many  of  the  schemes,  however,  were  so 
bad,  that  in  any  case  they  could  not  have  been  suc- 
cessful. One  salutary  sequel  was  the  passing  of  ail 
important  new  Stock  Exchange  regulation,  by  which 
a  rule  was  enforced  for  making  payment  on  a  fixed 
date  for  shares  of  a  new  company  that  had  been  bought 
and  for  delivery  of  shares  that  had  been  sold.  This 
constituted  a  special  settlement,  though  it  was  not  the 
first  instance  of  such  in  the  annals  of  the  Stock 
Exchange.  The  railway  mania  emphasized  the  need 
for  the  regulation,  which  in  more  recent  times  has  been 
the  subject  of  considerable  discussion.  Before  this  was 
enforced,  the  operations  were  entered  into  for  the  time 
when  the  company  issued  the  scrip  representing  its 
shares. 

To  some  extent  the  booms  which  followed  the 
speculation  in  railways  in  1845  were  a  repetition  of 
that  episode.  Prices  of  shares  were  carried  up  to 
absurdly  inflated  prices,  and  although  for  a  time 
fortunes  were  being  made  in  a  day,  afterwards  they 
were  as  quickly  lost,  when  the  inevitable  reaction 
came.  In  more  recent  times  the  most  memorable 
movement  of  a  similar  character  came  just  fifty  years 
after  the  Railway  mania,  with  the  boom  in  Kaffir 
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shares  in  1895.  Some  years  previously  the  rich  dis- 
coveries of  gold  in  the  Witwatersrand  district  of  the 
Transvaal  Republic  had  attracted  considerable  atten- 
tion, and  the  vast  increase  in  the  world's  production 
of  gold  which  followed  their  exploitation  had  an  im- 
portant bearing  upon  the  history  of  economics.  Then 
the  production  of  the  Transvaal  mines  was  not  nearly 
so  large  as  it  afterwards  became,  though  its  value  had 
risen  from  under  £1,000,000  in  1888  to  £7,667,000  in 
1894,  and  sufficient  progress  had  been  effected  to 
prove  the  richness,  extent,  and  probable  duration  of 
the  deposits.  When  once  the  upward  movement  in 
the  shares  began,  the  public  was  soon  seized  with 
the  glamour  of  prospective  profits,  and  for  months 
there  was  feverish  speculation.  Once  again  the  official 
hours  were  insufficient  to  cope  with  the  vast  amount 
of  business,  and  perhaps  the  bulk  of  the  dealings,  when 
the  boom  was  at  its  height,  was  arranged  in  the 
"Street,"  by  which  is  meant  the  thoroughfare  con- 
taining the  most  used  entrance  of  the  Stock  Exchange — 
Throgmorton  Street.  Every  evening  that  narrow 
passage  was  crowded  from  one  end  to  the  other  with 
a  mass  of  excited  jobbers  frantically  dealing  with  each 
other,  or  satisfying  the  requirements  of  the  brokers. 
So  great  was  the  excitement  that  members  came  into 
conflict  with  the  police,  who  vainly  strove  to  preserve 
a  public  right  of  way  through  the  "Street,"  and  some 
of  the  most  prominent  operators  as  a  result  were  com- 
pelled to  appear  at  the  Guildhall  police  court.  The 
collapse  of  the  Kaffir  boom  was  largely  brought  about 
through  the  promotion  of  the  Barnato  Bank,  which 
interested  itself  in  the  Barnato  group  of  companies. 

After  the  excitement  and  collapse  in  Kaffir  shares, 
there  was  no  real  boom  until  that  connected  with 
Rubber  shares  in  1910.  In  some  respects  this  was 
the  most  remarkable  in  modern  times,  and  perhaps 
since  the  Railway  mania  there  was  no  similar  move- 
ment of  so  wide-spread  a  character.  It  differed  from 
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some  other  booms  in  that  in  a  measure  the  rise 
in  prices  and  the  enormous  creation  of  new  com- 
panies were  justified  by  the  advent  of  what,  practi- 
cally speaking,  was  a  new  industry,  with  immense 
possibilities.  Years  before  there  had  been  rubber 
plantation  companies  formed  in  England  to  cultivate 
rubber  growing  in  different  parts  of  the  Empire,  but 
they  were  few  in  number,  and  the  world's  require- 
ments were  mainly  satisfied  by  the  wild  rubber  grown 
in  Brazil.  With  the  rapid  increase  in  the  use  of 
rubber  through  the  development  of  the  motor-car 
industry,  a  vast  new  field  for  the  profitable  employ- 
ment of  capital  was  provided,  for  it  had  been  already 
proved  that  the  cost  of  production  was  low,  while 
the  price  of  the  commodity  steadily  rose  with  the 
growth  of  consumption. 

The  year  1910  therefore  saw  the  formation  of 
numerous  companies  to  grow  rubber  and  take  ad- 
vantage of  the  enormous  profits  that  were  promised. 
One  feature  of  most  of  the  promotions  which  un- 
doubtedly fostered  the  boom  was  that  the  capital 
was  issued  in  shares  of  2s.  each.  This  proved  greatly 
attractive  to  the  speculator  or  investor  of  compara- 
tively small  means,  who  appeared  to  consider  that  it 
was  better  to  have  100  shares  at  2s.  each  than  10  at 
£1  each.  Owing  to  the  fact  that  speculation  in  Rubber 
shares  was  so  wide-spread,  the  boom  probably  entailed 
much  more  work  to  members  of  the  Stock  Exchange 
and  their  clerks  than  the  excitement  in  Kaffir  shares, 
though  we  did  not  see,  as  then,  a  breakdown  of  the 
Stock  Exchange  clearing  through  the  tremendous 
pressure  put  upon  it.  In  most  booms  there  is  one 
factor  which  accelerates  the  collapse.  In  the  Railway 
mania  it  was  the  inability  to  pay  deposits  and  calls  ; 
in  the  Kaffir  boom  it  was  the  Barnato  Bank  promotion  ; 
and  in  the  Rubber  boom  it  was  the  question  of  special 
settlements  in  new  companies,  though  a  fall  in  the 
price  of  rubber  also  helped.  Shares  of  new  concerns 
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were  bought  to  a  very  large  extent  by  people  with 
no  intention  of  paying  for  them,  for  the  shares  were 
dealt  in  for  special  settlement,  and  the  date  of  that 
might  not  be  fixed  until  months  after  by  the  Stock 
Exchange  Committee.  Until  then,  therefore,  specu- 
lators could  gamble  freely,  knowing  that  they  need 
not  worry  about  closing  accounts  or  providing  diffe- 
rences as  the  time  for  the  usual  fortnightly  settlements 
in  the  older  securities  came  round.  While  the  market 
continued  booming  the  procedure  was  profitable,  for 
in  the  majority  of  cases  new  shares  were  quoted  at 
substantial  premiums  as  soon  as  they  were  issued,  and 
no  payments  being  necessary  beyond  the  broker's 
charge — even  contangoes  being  escaped — it  was  possible 
for  people  of  small  means  to  operate  in  large  lines  of 
shares.  Of  course,  many  special  settlements  took  place 
during  the  boom,  but  it  was  when  many  of  these  had  to 
be  carried  through  at  about  the  same  time  that  the 
cumulative  effect  of  people  being  unable  to  pay  for  the 
shares  bought  was  seen.  Shares  had  to  be  sold  to 
escape  this  liability,  with  naturally  a  weakening  influence 
upon  prices,  while  it  was  also  found  that  facilities  for 
continuing  the  positions  beyond  the  special  settlements 
were  by  no  means  easy  to  obtain.  The  dealers  withheld 
such  facilities  in  many  instances,  recognising  the 
unhealthy  state  of  the  speculation.  It  was,  therefore, 
the  necessity  for  selling  shares  dealt  in  for  special  settle- 
ment that  broke  the  back  of  the  boom  in  Rubber  shares, 
the  movement  being  assisted,  as  usual,  by  the  discredit 
created  by  the  number  of  worthless  propositions  intro- 
duced to  take  advantage  of  the  excitement. 

There  have  been  other  booms  in  the  history  of  the 
Stock  Exchange,  but  none  of  such  magnitude  as  those 
dealt  with.  The  gold  discoveries  in  Australia  caused 
considerable  excitement,  and  led  to  the  promotion  of 
numerous  companies  to  exploit  the  field.  Somewhat 
similar  events  followed  the  discoveries  of  gold  in 
Klondyke  and  in  Russia,  and  of  tin  in  Nigeria.  The 
shares  of  nitrate-producing  companies  enjoyed  a  boom 
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owing  to  the  attention  drawn  to  them  by  the  late 
Colonel  North,  and  immediately  after  the  rubber  boom 
there  promised  to  be  something  similar  in  shares  of 
companies  producing  petroleum.  Usually  such  move- 
ments are  led  by  one  or  two  securities,  in  which  the 
excitement  largely  centres.  When,  however,  a  par- 
ticular security  enjoys  an  enormous  rise  to  itself,  it  is 
generally  the  result  of  a  market  "rig,"  or  "corner" — 
that  is,  the  shares  get  into  the  possession  of  a  group  of 
operators  who  are  able  to  control  them,  and  hoist  the 
price  to  quite  a  fancy  figure. 

The  most  notable  instances  of  such  movements 
in  the  last  twenty  or  thirty  years  were  those  associated 
with  Warner's  Safe  Cure  shares,  Le  Roi  No.  2  (a 
British  Columbian  mine),  and  the  common  stock  of 
the  Northern  Pacific  Railway.  In  respect  to  its 
magnitude,  and  the  effect  it  had  upon  the  whole  of 
the  Stock  Exchange,  the  last  was  by  far  the  most 
important.  Frequently  these  "corners"  are  not 
intentionally  brought  about,  but  are  unintentionally 
initiated  by  "bears,"  who  have  operated  so  exten- 
sively as  to  produce  what  is  known  as  "an  oversold 
account."  If  much  of  the  available  market  supply 
of  shares  is  in  the  hands  of  a  comparatively  few 
operators,  the  latter  will  quickly  take  advantage 
of  the  excessive  position  open  for  the  fall  to  "  squeeze  " 
the  bears ;  with  every  attempt  of  the  latter  to  buy 
back,  or  "get  in"  again,  the  price  will  rise,  and 
with  every  rise  in  price  the  necessity  of  the  bears 
to  "  cover  their  tracks "  (another  Stock  Exchange 
colloquialism)  will  ba  increased.  And  so  the  move- 
ment gathers  force  as  it  proceeds,  until  something 
occurs  to  check  it,  and  restore  the  market  to  its 
normal  state.  Such  "  corners  "  are  rare  nowadays — 
there  has  not  been  one  of  any  moment  since  the 
Northern  Pacific  affair  in  1904 — and  this  is  not  to 
be  regretted,  for  the  artificial  market  thus  created 
is  unhealthy,  and  does  not  enhance  the  public  opinion 
of  Stock  Exchange  methods.  If  the  circumstances 
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connected  with  market  manipulation  give  reason 
for  condemnatory  criticism,  the  Committee  of  the 
Stock  Exchange  may  be  appealed  to,  but  the  latter 
are  reluctant  to  act,  because  of  their  attitude  that 
every  bargain  entered  into  in  the  Stock  Exchange 
must  be  carried  through  to  a  finish. 


CHAPTER    XII 

THE  YIELD   ON  INVESTMENTS 

As  previously  stated,  the  primary  factor  governing 
the  market  price  of  a  security  is  the  interest  return 
it  affords  to  a  purchaser.  This  varies,  of  course, 
according  to  the  nature  of  the  stock  or  bonds,  but 
there  is  a  rough  standard  by  which  the  return  is 
gauged.  The  debt  of  a  country  of  the  highest  financial 
repute,  in  regard  to  which  there  is  no  doubt  that 
the  interest  will  be  regularly  paid,  is  quoted  at  such  a 
price  that  the  purchaser  of  it  can  only  obtain  a  small 
return  upon  his  money,  for  either  the  fixed  interest  is 
very  low,  or  the  market  price  is  so  much  above  par 
that  the  return  is  less  than  the  fixed  interest.  A  highly 
speculative  share,  paying  a  much  bigger  interest  rate, 
may  be  valued  at  such  a  price  that  the  real  return,  or 
yield,  to  an  investor  is  much  above  the  rate  of  dividend 
declared,  this  because  there  is  an  element  of  doubt 
regarding  the  due  payment  of  the  interest.  Broadly 
speaking,  the  greater  the  degree  of  certainty  that 
the  interest  will  be  duly  paid  the  smaller  the  yield 
to  a  purchaser,  while  the  greater  the  element  of  doubt 
the  higher  will  be  the  return. 

A  security  of  the  safest  character,  like  our  2J  per 
cent.  Consols  will,  of  course,  bear  a  low  interest  rate 
to  begin  with,  while  a  highly  speculative  stock  is  ex- 
pected to  pay  big  dividends.  A  high-dividend-paying 
security,  however,  may  be  safe  enough  for  practically 
any  investor,  but  then  the  market  appraises  the  value 
at  so  much  above  par — the  premium  on  it  is  so  heavy — 

75 
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that  a  purchaser  obtains  a  return  little  larger  than 
can  be  obtained  on  some  Government  or  municipal 
stocks,  as  in  the  case  of  Guinness'  Brewery  stock  and 
Coats'  Thread  shares.  If  £100  of  stock  bearing  10  per 
cent,  interest  is  quoted  at  £200 — that  is  at  a  premium 
of  100  per  cent. — it  is  clear  that  the  purchaser  receives 
only  5  per  cent,  interest  for  each  £100  invested  in  it, 
because  to  get  the  10  per  cent,  he  must  invest  £200. 
If,  however,  £100  of  stock  bearing  5  per  cent,  interest 
is  quoted  at  £50 — that  is,  at  a  discount  of  50  per  cent. — 
he  will  receive  a  return  of  10  per  cent,  for  each  £100 
invested  in  it.  Consequently,  when  2J  per  cent.  Consols 
are  quoted  at  100,  or  par,  a  buyer  knows  he  will  receive 
£2,  105.  per  cent,  every  year,  this  being  paid  quarterly, 
less  income  tax.  If  the  quotation  should  rise  to  110, 
the  return  to  a  purchaser  is  reduced  to  little  more 
than  2J  per  cent. — to  be  exact,  it  is  £2,  5s.  6d.  per  cent., 
because  although  the  Government  pays  the  2£  per 
cent,  regularly  each  quarter,  it  has  cost  £110  to  buy 
£100  of  stock.  If  the  price  falls  to  75  (and  at  the  time 
of  writing  it  is-  well  below  that),  the  return  a  purchaser 
can  look  for  upon  the  money  employed  is  fully  3T5F 
per  cent. — actually  £3,  6s.  Id.  per  cent.  This  because 
every  £100  invested  in  Consols  at  75  will  purchase 
more  than  £130  worth  of  stock.  How  the  value  of 
money  governs  the  quotation,  and,  consequently,  the 
yield  upon  Consols,  has  been  explained  in  an  earlier 
chapter. 

If  the  price  of  Consols  at  the  time  of  purchase  in- 
cludes a  full  quarter's  dividend — that  is  to  say,  three 
months'  interest  has  accrued — the  purchaser  is  entitled 
to  that,  and  it  should  be  included  in  calculating  the 
return.  Thus  on  Consols  at  75  without  any  accrued 
interest,  or  "  clean,"  as  the  market  expression  is,  the 
return  as  already  shown  is  £3,  6s.  Id.  per  cent.,  but 
if  the  price  includes  three  months'  interest,  the  stock 
then  being  said  to  be  "full  of  dividend,"  the  return 
is  £3,  7s.  3d.  per  cent.  In  this  case,  in  calculating  the 
yield,  f  (which  is  a  quarter  of  2J)  would  be  deducted 


THE    YIELD    ON    INVESTMENTS       77 

from  the  price,  reducing  it  to  74f,  thus  making  the 
return  Sd.  per  cent,  more  than  when  the  stock  is  bought 
"  clean."  The  price  of  a  stock  is  said  to  be  CUM 
DIVIDEND  when  the  purchaser  is  entitled  to  any  interest 
that  may  be  declared  or  is  payable  at  a  future  date; 
and  the  seller  of  such  a  stock,  if  the  dividend  is  sent 
to  him  as  still  figuring  on  the  register  of  proprietors, 
must  hand  it  over  to  the  buyer.  When  it  is  quoted 
Ex  DIVIDEND,  that  is  without  the  dividend  last  declared, 
the  purchaser  does  not  receive  that  interest.  The 
quotation  of  a  stock  ex  dividend — or  x.d.,  to  use  the 
customary  abbreviation — means  that  the  amount  of 
the  dividend  has  been  deducted  from  the  price.  The 
price  of  Consols  and  some  other  Government  Funds 
is  quoted  x.d.  on  fixed  dates,  usually  about  a  month 
before  the  dividend  is  payable.  In  the  case  of  Foreign 
Government  bonds,  which  are  invariably  in  the  form 
of  bearer  certificates,  with  interest  payable  by  means  of 
coupons,  the  price  is  quoted  x.d.  on  the  date  of  pay- 
ment. Home  Railway  stocks,  upon  which  a  fixed  rate 
of  interest  is  paid,  are  x.d.  on  the  settling-day  pre- 
ceding the  date  of  the  interest  payment,  and  ordinary 
stocks  on  the  settling-day  following  the  authorisation 
of  the  dividend  by  the  shareholders  at  the  half-yearly 
or  yearly  meetings,  the  same  applying  to  shares  of 
industrial  companies  generally.  When,  however,  there 
is  an  interim  distribution — a  dividend  paid  before  the 
accounts  are  published — the  share  is  quoted  ex  dividend 
on  the  settling-day  following  the  declaration. 

Another  form  of  deduction  from  the  price  of  a  stock 
relates  to  rights  to  apply  for  new  shares,  or  to  a  bonus, 
either  in  cash  or  shares.  Such  rights  are  valued  in  the 
market,  and  on  a  certain  date  the  valuation  is  taken  off 
the  price,  the  stock  or  share  being  then  described  as 
ex  rights,  or  ex  bonus,  after  which  a  buyer  is  not  entitled 
to  the  privilege  or  distribution,  just  as  in  dividend  de- 
ductions. It  may  be  that  a  shareholder  is  entitled  to  a 
dividend  payment,  a  bonus,  and  a  right  to  apply  for 
new  shares  at  a  certain  price  at  the  same  time,  in  which 
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case  the  market  quotation  on  a  certain  day  becomes 
"  ex  att,"  meaning  that  the  value  of  everything  accruing 
to  holders  of  the  security  has  been  deducted  from  the 
price.  Such  a  procedure  is  necessary  to  avoid  confusion 
and  dispute  when  shares  are  constantly  changing  hands. 

While  in  practically  all  the  cases  mentioned  above, 
the  dividend  is  paid  less  income  tax  at  Is.  2d.  in  the 
£1,  there  are  some  securities  where  the  deduction  is  not 
made,  the  dividend  being  payable  free  of  income  tax. 
One  instance  is  Bank  of  England  stock.  The  annual 
dividend  on  this  for  many  years  past  has  been  £9  per 
cent,  free  of  tax.  If  it  were  less  income  tax,  as  in  the 
case  of  Consols,  &c.,  the  actual  distribution  would  be 
only  £8,  9s.  6d.  per  cent.,  which  is  an  important  con- 
sideration to  the  holder  of  a  large  amount,  as  it  is 
equal  to  a  reduction  of  more  than  a  J  per  cent,  in  the 
annual  dividend.  As  Bank  of  England  stock  at  the 
time  of  writing  is  quoted  at  nearly  £240  for  each  £100, 
the  return  to  a  purchaser  is  3|  per  cent. 

An  investor  not  liable  to  pay  income  tax  can  obtain 
a  return  of  the  amount  deducted  from  dividends,  &c., 
an  application  form  for  the  purpose  being  obtainable 
at  the  Inland  Revenue  office.  In  buying  securities 
the  cost  of  the  operation  (broker's  charges,  stamps, 
&c.)  should,  of  course,  be  included  if  the  investor 
desires  to  see  the  exact  return  afforded ;  but  in  the 
case  of  new  loans  offered  to  the  public  there  is  no 
such  cost,  even  the  stamp  on  the  letter  of  allotment, 
on  the  provisional  scrip,  and  on  the  bond  itself  being 
provided  by  the  party  asking  for  the  capital.  As, 
also,  the  money  is  payable  in  instalments,  usually  spread 
over  a  fairly  long  period,  this  manner  of  investment 
appeals  to  the  man  of  moderate  means.  If  the  terms 
of  the  loan  are  particularly  attractive,  it  will  probably 
be  applied  for  several  times  over,  in  which  case  the 
ordinary  applicant  will  receive  only  a  proportion  of 
the  amount  asked  for,  and  some  may  get  no  allotment 
at  all.  Then  if  the  investor  wants  the  stock  he  must 
buy  it  in  the  open  market,  as  he  would  an  ordinary 
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security.  When  big  borrowers  are  thirsting  for  money 
the  investor  can  pick  and  choose.  He  will  also  find 
probably  that  prices  of  existing  securities  are  reduced 
to  an  attractive  level  by  reason  of  the  many  new  issues 
competing  with  them.  It  is  then,  and  at  times  of  acute 
depression,  that  investment  operations  are  most  pro- 
fitable. It  needs  a  certain  amount  of  courage  to  buy 
stock  when  black  clouds  seem  to  be  gathering  every- 
where, for  when  prices  have  fallen  day  after  day  for 
a  long  period  the  natural  reasoning  is  that  the  fall  may 
go  further,  and  the  stock  become  still  cheaper,  but 
without  doubt  the  best  time  to  buy  is  when  the 
situation  seems  most  gloomy.  The  investor  must  use 
his  own  discretion  as  to  the  exact  moment  when  to 
buy,  but  if,  having  bought,  he  should  find  the  stock 
further  decline  he  should  not  be  alarmed,  for  the 
recovery,  which  is  as  inevitable  after  a  "slump"  as 
is  the  collapse  of  a  boom,  will  ultimately  give  him 
an  excellent  profit,  supposing  the  security  he  bought 
is  intrinsically  sound.  It  was  largely  by  such  judicious 
purchases  when  stocks  were  unduly  depreciated  that 
one  of  the  biggest  millionaires  London  has  ever  known 
acquired  his  fortune. 

This  matter  brings  to  mind  what  a  serious  thing 
the  depreciation  in  investment  securities  in  the  last 
ten  or  fifteen  years  has  been  for  the  investor.  It  has 
been  particularly  vexatious  and  trying  to  those  who 
rigidly  observe  the  maxim  that  to  ensure  safety  of 
capital  only  securities  giving  a  low  rate  of  interest, 
such  as  Consols,  should  be  bought,  while  things  like 
Argentine  and  Brazilian  Government  or  municipal 
bonds  should  be  looked  at  askance.  A  trustee  who 
bought  Consols  at  the  highest  price  of  1903,  that  is 
ten  years  ago,  and  is  compelled  to  realise  them  now 
under  the  terms  of  the  trust  deed,  would  be  faced 
with  a  loss  on  the  capital  value  of  over  20  per  cent.; 
in  other  words,  for  every  £100  invested  more  than  £20 
would  be  lost  when  selling.  The  same  applies  to  Indian 
Government  loans,  and  London  County  and  other  muni- 
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oipal  securities,  except  those  which  must  be  redeemed 
at  a  certain  price  at  a  certain  date.  Incidentally,  it 
may  be  stated  that  it  is  the  absence  of  such  a  redemp- 
tion clause  that  is  partly  responsible  for  the  decline 
in  Consols.  The  stock  is  redeemable  in  1923  at  par, 
but  only  at  the  option  of  the  Government,  and  it 
would  be  almost  impossible  for  the  Government  to 
exercise  that  option.  If,  in  the  same  period  of  ten 
years  mentioned  above,  trustee  money  could  have  been 
invested  in  some  of  the  best  South  American  bonds, 
it  would  not  only  have  earned  a  much  higher  rate  of 
interest  but  the  capital  might  not  have  depreciated. 
These  remarks  must  not  be  taken  as  a  recommendation 
to  investors  to  buy  foreign  Government  securities  in 
preference  to  Consols  ;  they  are  merely  to  illustrate 
that  in  finance  as  in  other  matters  there  are  exceptions 
to  every  rule,  and  that  maxims  of  almost  hoary  antiquity 
are  not  always  the  soundest  guides  to  the  best  methods 
of  investing  savings. 


CHAPTER   XIII 

THE  INTERDEPENDENCE   OF  MARKETS 

WITH  the  great  improvement  in  late  years  in  methods 
of  communication,  the  interdependence  of  the  prin- 
cipal markets  of  the  world  has  greatly  increased.  An 
event  of  world-wide  importance  has  an  immediate  and 
almost  simultaneous  effect  upon  London,  New  York, 
Paris,  Berlin,  and  Vienna.  Not  only  so,  but  operators 
in  one  market  can  act  almost  at  once  in  another,  and 
the  influence  of  an  event  more  directly  affecting  Paris 
or  Berlin  will  be  quickly  seen  in  London.  This  close- 
ness of  market  sympathy  is  perhaps  most  clearly  seen 
in  the  case  of  London  and  New  York.  Owing  to  the 
difference  of  time  between  the  two  places,  New  York 
(or  Wall  Street,  to  give  the  name  by  which  the  Stock 
Exchange  there  is  known)  does  not  start  business 
until  about  an  hour  before  the  "  House  "  is  closed  in 
London.  After  three  o'clock,  however,  dealings  between 
the  two  centres  become  very  free.  The  facilities  of 
the  cable  service  between  this  country  and  America, 
by  which  messages  can  be  sent  and  their  answer  re- 
ceived in  a  few  minutes,  have  given  rise  to  the  exist- 
ence of  a  class  of  operator  distinct  from  the  bull  and 
the  bear,  called  an  arbitrageur,  who  takes  advantage 
of  any  difference  between  New  York  and  London 
prices.  Thus  if  Union  Pacifies  are  quoted  160f  in 
Wall  Street  at  the  time  that  the  London  price  is 
160|,  he  will  buy  shares  in  Wall  Street  at  the  lower 
price  and  sell  them  in  London  at  the  higher  figure, 
the  difference  representing  roughly  his  profit.  These 
arbitrage  transactions,  however,  are  only  possible  to 
those  having  representatives  in  both  markets,  and  a 
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difference  in  price  such  as  to  make  them  profitable 
does  not  usually  last  for  long. 

Dealings  in  American  Railroad  shares  do  not  stop  when 
the  ''House"  shuts,  because  New  York  has  then  been 
open  only  about  an  hour,  and  before  it  closes  there 
may  be  important  movements  of  which  London  specu- 
lators would  wish  to  take  advantage.  Business,  there- 
fore, is  continued  afterwards  in  the  Street,  as  in  South 
African  shares,  and  as  it  was  in  Rubber  shares  when 
the  market  was  very  active.  Indeed,  in  times  of  ex- 
ceptional activity  it  is  possible  to  deal  in  many 
securities  after  hours,  apart  from  those  in  which 
Street  business  occurs  practically  every  day. 

To  revert  to  Americans,  the  Street  or  unofficial  mar- 
ket in  these  is  held  in  Shorter 's  Court,  a  cut  de  sac  out 
of  Throgmorton  Street.  When  the  market  is  active,  a 
crowd  of  operators  will  remain  until  eight  o'clock,  which 
corresponds  to  Wall  Street's  closing  hour,  but  nowadays 
operators  usually  disperse  a  couple  of  hours  after  the 
House  is  closed,  perhaps  sooner,  for  of  late  years 
public  interest  in  " Americans"  has  materially  fallen 
off. 

Broadly  speaking,  the  influence  which  New  York 
exercises  upon  London  is  restricted  to  the  securities 
dealt  in  in  the  American  Market,  though  a  very  pro- 
nounced movement  in  Wall  Street,  arising  from  some- 
thing of  exceptional  importance,  may  have  a  sensible 
effect  upon  the  London  Stock  Exchange  as  a  whole. 
The  latter  is  more  directly  influenced  by  the  state  of 
the  Paris  and  Berlin  bourses,  especially  in  times  of 
political  stress  such  as  followed  the  outbreak  of  war 
in  the  Balkans  in  1912.  At  such  periods  operators  on 
the  Continent  frequently  appear  to  take  fright,  and 
hasten  to  sell  their  favourite  securities  in  the  market 
where  they  are  most  easily  realisable — London.  That 
securities  of  an  international  character  can  as  a  rule 
be  most  readily  sold  in  London  is  due  to  the  magnitude 
of  the  market,  and  the  unique  circumstance  of  the 
existence  of  jobbers,  whose  business  it  is,  within 
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certain  limits,  to  sell  what  other  people  want,  and  to 
buy  what  other  people  wish  to  get  rid  of. 

Pronounced  weakness  at  the  leading  Continental 
bourses  when  there  is  a  crisis  in  European  politics  has  a 
marked  influence  upon  London,  and  if  the  crisis  is  very 
severe,  and  is  attended  by  the  hoarding  of  money,  as 
was  the  last,  the  influence  of  the  depression  will  extend 
to  America.  A  weak  tone  on  the  Berlin  bourse,  there- 
fore, caused  perhaps  by  what  is  considered  an  alarming 
political  statement  in  a  German  semi-official  news- 
paper, is  often  reflected  in  the  principal  Stock  markets 
of  the  world,  but  more  particularly  in  London,  for  it  is 
there  that  in  times  of  stress  New  York  can  most  easily 
dispose  of  its  Union  Pacific  or  Steel  Common,  Berlin  of 
its  Canadian  Pacifies,  Paris  of  its  De  Beers  and  Tintos, 
and  Brussels  of  its  Tanganyikas.  Not  quite  to  the  same 
extent,  perhaps,  weakness  which  originated  in  London 
will  be  reflected  in  the  chief  foreign  markets,  and  it 
should  be  unnecessary  to  say  that  weakness  in  London 
immediately  affects  the  leading  provincial  centres,  such 
as  Glasgow,  Edinburgh,  Manchester  and  Liverpool.  As 
with  Paris,  dealings  between  those  centres  and  London 
are  greatly  facilitated  by  the  use  of  the  telephone.  By 
this  means  London  is  in  constant  touch  with  important 
country  centres,  and  in  some  cases  the  main  duty  of 
a  stockbroker's  clerk  is  to  telephone  the  movements  in 
prices  of  representative  securities  to  clients  in  the 
provinces. 

There  is  such  close  sympathy  between  London  and 
the  chief  foreign  markets  that  frequently  when  bad 
news  comes  prices  will  be  put  down  by  the  dealers  in 
anticipation  of  selling  by  the  Continent  or  New  York, 
and  usually  when  one  or  two  markets  are  flat  the  rest 
are  soon  affected.  As  a  rule  operators  in  New  York 
and  on  the  Continent  only  sell  or  buy  in  London  the 
securities  they  are  constantly  dealing  in  at  home  which 
have  also  a  free  market  in  London.  Paris  is,  or  was, 
largely  interested  in  South  African  mining  and  Rio 
Tinto  Copper  shares,  though  occasionally  operators 
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there  are  credited  with  transactions  in  some  South 
American  railway  securities,  and  a  few  Rubber  and  Oil 
shares,  while  still  more  rarely  purchases  of  South 
Eastern  and  Chatham  Railway  stock,  or  sales  of  Consols, 
are  reported  for  Paris.  Berlin  has  a  large  interest  in 
Canadian  Pacific  shares  and  a  few  other  Americans,  and 
for  months  after  the  outbreak  of  war  in  the  Balkans 
the  market  for  "Canadas"  in  London  was  largely 
dominated  by  the  attitude  of  Berlin.  Vienna  is  not 
interested  in  British  securities,  but  will  influence 
Berlin  and  Paris  by  its  operations  in  those  centres. 
Amsterdam  has  a  large  interest  in  the  securities  of  the 
Peruvian  Corporation,  and  provides  a  market  for  one  or 
two  American  railroad  shares  and  for  Shell  Transport 
Oil,  while  Brussels  shares  with  Paris  a  partiality  for 
Kaffirs,  and  in  the  past  movements  in  Tanganyika 
Concessions  shares  have  been  frequently  the  result  of 
Brussels  operations. 

It  may  be  of  interest  to  give  here  a  brief  account  of 
the  business  methods  of  Paris,  Berlin,  and  New  York, 
the  three  Stock  Exchanges  of  most  importance  after 
London.  In  none  of  them  are  found  operators  so 
sharply  divided  in  the  nature  of  their  avocations  as  are 
London  brokers  and  jobbers — no  other  centre  has 
jobbers.  In  Paris  two  classes  of  brokers  exist,  first  the 
AGENTS  DE  CHANGE,  or  official  brokers.  Their  number 
is  limited  to  about  70,  and  while  they  enjoy  the 
monopoly  of  dealing  in  stocks  quoted  in  the  official  list, 
they  cannot  legally  go  outside  their  province.  The 
other  class  are  the  COTJLISSIEURS,  who  deal  more  par- 
ticularly in  speculative  securities,  some  State  funds  and 
bonds  not  officially  quoted,  and  all  foreign  securities  of 
which  the  nominal  value  is  less  than  £4  per  share. 
With  a  few  exceptions  the  stocks  dealt  in  are  in  the 
form  of  bearer  securities,  and  the  contract  note  for 
business  done  indicates  the  day  of  settlement.  The 
AGENTS  DE  CHANGE  have  two  settlements  a  month,  and 
the  COTJUSSIETJRS  one  a  month.  Only  a  minimum 
of  25  shares  can  be  dealt  in  for  future  delivery,  and 
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larger  quantities  must  be  multiples  of  25.  The 
minimum  for  State  funds  is  £2000,  and  higher  amounts 
must  be  multiples  thereof.  When  a  security  becomes 
officially  quoted  and  is  adopted  by  the  AGENTS  DE 
CHANGE,  the  COTJLISSIETJRS  can  only  deal  in  it  through 
one  of  the  official  brokers.  The  brokerage  for  stocks 
dealt  in  through  the  Agents  de  Change  is  -^  per  cent, 
of  the  actual  security,  while  the  brokerage  charged  by 
the  COULISSIETJRS  is  ^  per  cent.,  with  a  minimum  of  50 
centimes.  The  Berlin  Stock  Exchange,  or  boerse,  con- 
sists of  bankers  and  brokers,  and  the  latter  are  divided 
into  two  classes,  one  resembling  somewhat  the  AGENTS 
DE  CHANGE  in  Paris,  in  that  they  are  limited  in  number, 
require  Government  sanction,  and  are  restricted  to 
certain  stocks,  the  official  prices  of  which  they  fix.  The 
other  class  is  unlimited  in  number,  and  is  not  restricted 
in  the  securities  dealt  in.  The  rate  of  brokers'  com- 
mission is  about  y1^  per  cent,  on  the  face  value  of  the 
stock,  half  of  which  is  paid  by  the  buyer  and  half  by 
the  seller.  The  position  of  bankers  in  the  Berlin  Stock 
Exchange  is  similar  to  that  of  the  London  broker,  as 
they  are  entrusted  with  orders  from  the  public,  but  in 
addition  they  do  a  banking  business.  Settlements  in 
Berlin  occur  once  a  month,  pay  day  being  always  the 
last  week  day  of  the  month,  even  should  that  fall  on 
a  Saturday.  The  variety  of  stocks  which  can  be  bought 
or  sold  for  account  in  Berlin  is  limited,  consisting  of 
less  than  one  hundred  different  securities,  chiefly  of 
important  industrial  or  railway  enterprises ;  but  there 
is  no  restriction  to  the  nature  and  amount  of  stock  that 
can  be  bought  or  sold  for  cash.  As  a  rule  the  smallest 
amount  that  can  be  dealt  in  for  account  is  about  £750. 
In  New  York  the  business  methods  differ  widely 
from  either  London,  Paris,  or  Berlin,  for  all  trans- 
actions are  for  cash  to  be  settled  on  the  following 
day.  The  members,  whose  number  is  limited  to 
1100,  are  brokers  and  also  dealers,  or  jobbers.  They 
openly  offer  and  bid  for  stock,  deal  with  one  another, 
and  with  the  public,  and,  unlike  members  of  the 
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London  Stock  Exchange,  they  are  allowed  to  advertise. 
In  New  York,  too,  members  are  allowed  to  enter 
into  partnership  with  a  non-member,  who  is  not 
allowed  to  go  on  the  floor  of  the  House,  but  can 
deal  in  unlisted  securities  outside,  or  on  the  "  kerb," 
as  it  is  termed.  Although  transactions  are  for  daily 
settlement,  it  is  possible  to  operate  for  the  rise  or 
the  fall  at  some  future  date.  This  is  managed  by 
obtaining  loans  from  day  to  day  from  the  banks. 
For  example,  an  operator  buying  100  Union  Pacifies 
for  the  rise,  which  he  cannot  pay  for,  may  instruct 
his  broker  to  buy  them,  and  the  latter  pledges  the 
shares  with  his  banker,  receiving  from  his  client  a 
deposit  of  10  or  20  per  cent,  as  margin.  The  client 
has  to  keep  up  this  margin,  and  is  charged  interest 
on  the  whole  from  the  date  of  purchase  to  the  date 
of  sale.  The  banks  also  finance  operations  which  are 
settled  every  day.  They  are,  therefore,  in  the  posi- 
tion of  taking  in  and  delivering  stock,  which  ex- 
plains how  dependent  Wall  Street  is  upon  the 
banking  interests,  and  the  periodical  rapid  rises  in 
the  value  of  call  money  through  the  banks  with- 
drawing loans  from  the  Stock  Exchange. 

Another  way  in  which  New  York  business  methods 
differ  from  London  is  as  follows.  If  a  broker  bids 
for,  say  5000  Steel  Common  shares,  and  the  seller 
can  only  supply  2000,  he  may  refuse  to  take  any  at 
all.  It  sometimes  happens  that  important  movements 
in  prices  occur  through  a  broker  bidding  for  large 
lines  of  shares  which  he  cannot  take,  but  which  he 
knows  cannot  be  supplied  in  the  quantity  asked  for. 
In  London  the  offer  to  buy  or  sell  a  stated  amount 
at  a  price  named  is  binding  as  to  any  transferable  part 
thereof.  When  a  price  is  made  in  a  stock  without  an 
amount  being  mentioned,  members  of  the  New  York 
Exchange,  like  the  London  jobbers,  are  bound  to  deal  in 
a  fixed  amount,  such  as  100  shares,  or  $10,000  of  bonds. 


CHAPTER  XIV 

THE  STOCK  EXCHANGE  AND  THE  PUBLIC 

SOME  idea  will  have  been  obtained  from  earlier  chapters 
of  the  nature  of  the  broker's  duty  and  his  responsibility 
to  the  public.  It  may  be  stated  here  that  to  a  very 
large  extent  the  legislation  of  the  "  House  "  is  designed 
with  a  view  to  the  protection  of  the  public,  and  any 
infringement  of  the  regulations  in  the  direction  of 
prejudicing  the  interests  of  the  public  is  very  severely 
punished.  So  strict  are  the  rules  in  this  respect  that 
the  investor  in  placing  business  with  any  member  of 
the  Stock  Exchange  to  whom  he  has  been  introduced 
need  have  not  the  slightest  hesitation  that  his  interests 
will  not  be  carefully  watched,  while  in  the  event  of  any 
doubt  arising  as  to  whether  the  broker  has  acted  as  well 
as  he  might  for  his  client,  the  latter  has  every  facility 
for  making  the  necessary  investigation,  even  to  the 
extent  of  causing  the  jobber's  books  to  be  produced. 
The  broker  does  a  great  deal  for  a  moderate  remunera- 
tion, and  invariably  he  does  it  well.  Where  the  public 
may  suffer  is  in  the  making  of  prices  by  the  dealers, 
who  on  occasions  when  the  public  are  actively  buying 
stock  may  put  up  the  price  against  the  buyers,  and 
then  reap  a  substantial  "  turn  " ;  while  when  the  public 
sell  heavily,  the  dealers  will  mark  down  prices  un- 
reasonably, so  that  while  in  the  first  case  the  public 
may  have  to  pay  an  excessive  figure,  in  the  second  case 
they  are  compelled  to  accept  an  unduly  low  one. 

In  other  ways  the  dealers  will  act  against  the  public, 
such  as  withholding  facilities  for  continuing  speculative 
accounts  when  they  see  a  big  bull  position  the  extent  of 
which  may  be  a  source  of  profit  to  them  if  they  can 
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bring  about  an  appreciable  fall  in  the  stock  in  question, 
and  also  in  refusing  to  deal  in  a  particular  security. 
Over  these  matters  the  Committee  of  the  Stock  Exchange 
has  no  control,  because  there  is  no  breach  of  the 
regulations  involved,  and  it  is  open  to  the  public,  if 
they  choose,  to  combine  against  the  dealers.  The 
circumstances  are  very  similar  to  those  of  an  ordinary 
buyer  at  a  public  auction,  who  finds  himself  at  a  con- 
siderable disadvantage  through  the  presence  of  dealers 
with  superior  knowledge  of  the  business,  and  who  may 
combine  to  prevent  the  outsider  getting  certain  articles 
at  too  low  a  figure.  It  happens  frequently  that  the 
dealers  on  the  Stock  Exchange  are  caught  short  of 
stock  by  the  persistence  of  a  public  demand.  This 
possibility,  and  the  fact  that,  within  certain  limits, 
they  have  to  take  any  stock  offered  to  them  in  bad 
times  (supposing  they  "  make  "  a  price  in  it)  goes  some 
way  to  justify  an  attitude  which  seems  to  be  con- 
sistently opposed  to  the  public.  The  investor  in  a  stock 
which  enjoys  a  free  market  will  usually  have  little  to 
complain  of  in  this  respect,  for  as  shown  in  an  earlier 
chapter  he  should  be  able  to  buy  at  about  the  middle 
of  the  two  prices  quoted  by  the  dealers,  and  if  he  has  to 
pay  the  higher  figure  the  difference  will  not  be  great. 
It  is  in  speculative  transactions  that  the  "  jobber's 
turn"  may  make  all  the  difference  between  a  profit 
or  a  loss  on  a  deal.  Particularly  will  this  be  the  case  if 
the  stock  is  not  usually  an  active  one,  and  consequently 
a  wide  margin  exists  between  the  buying  and  selling 
quotation. 

It  has  been  shown  that  the  Stock  Exchange  could 
not  very  well  do  without  the  jobbers,  or  dealers,  for 
they  perform  a  most  useful  function.  Their  interests 
conflict  somewhat  with  the  public,  but  it  is  a  conflict 
similar  to  that  between  dealers  and  the  public  in 
other  spheres  of  commerce.  Occasionally  there  is 
justification  for  the  assertion  that  the  manner  in  which 
they  quote  prices  does  not  encourage  business  on 
behalf  of  the  public.  As  yet,  however,  no  satisfactory 
plan  has  been  evolved  for  improving  the  present  con- 
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ditions,  and  various  attempts  that  have  been  made 
to  establish  an  institution  which  would  deal  direct 
with  the  public,  and  thus  obviate  the  necessity  for 
the  jobber,  have  only  met  with  a  measure  of  success. 
There  are  some  brokers  outside  the  Stock  Exchange 
who  claim  to  do  this ;  but  even  where  they  conduct 
their  business  on  honest  lines,  it  is  very  doubtful 
whether  they  could  act  for  the  public  on  cheaper 
terms  than  a  member  of  the  Stock  Exchange,  while 
the  difficulty  of  the  public  would  be  to  find  which 
firms  are  honest  among  so  many  that  are  not.  Many 
are  nothing  less  than  "bucket-shops,"  the  conductors 
of  which  look  for  their  profits  from  the  losses  incurred 
by  the  public  in  dealing  with  them.  It  cannot  be  too 
strongly  urged,  therefore,  that  an  investor,  or  even 
a  speculator,  should  not  entrust  any  money  to  such 
concerns,  especially  those  which  promise  large  profits 
for  the  expenditure  of  small  sums  of  money  provided 
as  cover.  Their  pretensions  are  of  the  most  plausible 
character  to  the  unsophisticated;  but  always  a  way 
is  found  by  which  the  public  come  out  losers.  As  a 
rule  when  such  concerns  profess  to  open  speculative 
accounts  for  a  member  of  the  public,  nothing  of  the 
sort  is  done.  If  the  movement  in  the  security  shows 
a  loss  to  the  public  the  bucket-shop  quickly  expects 
to  receive  the  amount;  but  if  it  should  show  a  profit, 
the  speculator  will  experience  considerable  difficulty 
in  obtaining  the  money  due  to  him. 

For  many  years  the  London  and  Paris  Exchange  did 
a  large  business  as  outside  brokers,  and  undoubtedly 
while  the  concern  existed  it  constituted  a  rival  of 
some  importance  to  the  London  Stock  Exchange.  So 
far  as  could  be  seen  it  dealt  honestly  with  the  public, 
and  as  its  large  staff  included  many  former  Stock  Ex- 
change clerks,  it  was  in  a  position  to  carry  through 
operations  satisfactorily.  Whether  the  public  always 
did  better  by  buying  or  selling  through  the  London 
and  Paris  Exchange  than  it  would  have  done  by  going 
to  the  Stock  Exchange  is  perhaps  doubtful.  The 
concern  might  have  existed  to  this  day  had  not  those 
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in  control  locked  up  resources  in  certain  enterprises, 
the  shares  of  which  it  endeavoured  with  the  aid  of 
its  tremendous  organisation  to  place  with  the  public. 
The  failure  was  perhaps  the  most  important  among 
outside  institutions  in  modern  times.  Such  concerns 
have  one  great  advantage  over  members  of  the  Stock 
Exchange  in  the  fact  that  they  are  able  to  advertise, 
and  usually  their  success  is  in  proportion  to  the  amount 
of  money  they  spend  in  advertising. 

In  1912  a  serious  attempt  was  made  by  a  powerful 
morning  newspaper  in  London  to  institute  an  outside 
Stock  Exchange,  the  object  of  which  was  to  bring 
buyers  and  sellers  of  stocks  and  shares  together,  and 
thus  obviate  the  jobber's  turn  and  the  broker's  com- 
mission, the  "  exchange "  charging  a  certain  fee  for 
its  services.  The  scheme  originated  in  the  introduc- 
tion of  a  minimum  scale  of  brokers'  commissions  which 
was  enforced  on  the  Stock  Exchange,  the  contention 
being  urged  that  the  rates  unduly  penalised  the  public. 
They  were  too  high  in  many  cases,  and  were  subse- 
quently modified.  The  very  fact  that  the  rates  were 
not  insisted  upon  is  another  argument  in  favour  of  an 
institution  which  can,  in  the  interests  of  the  public, 
enforce  its  rules  and  regulations.  A  certain  measure 
of  success  has  attended  this  newspaper  enterprise.  It 
still  carries  on  business,  but  it  is  very  unlikely  that  it 
will  seriously  threaten  the  supremacy  of  the  London 
Stock  Exchange.  One  excuse  for  its  existence,  the 
increase  in  brokers'  charges,  has  disappeared  ;  but  the 
chief  reason  which  will  probably  prevent  it  ever  attain- 
ing important  dimensions  is  that  it  has  no  power  of 
enforcing  the  due  carrying  out  of  any  bargain  entered 
into  by  those  availing  themselves  of  its  privileges.  Sup- 
pose, for  instance,  a  man  wishes  to  sell  500  Rubber 
shares  at  the  middle  price  between  the  market  buying 
and  selling  quotations  of  Is.  3d.,  Is.  6d.  The  middle 
price  is  Is.  4JrZ.,  and  the  seller  is  satisfied  to  accept  this 
price,  because  if  he  instructed  a  member  of  the  Stock 
Exchange  to  do  the  business  he  might  have  to  take 
Is.  3d.  per  share.  There  is,  therefore,  Ifd.  per  share 
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saved,  while  the  fee  payable  to  the  outside  Exchange 
would  probably  be  much  less  than  the  broker's  charge. 
But  supposing  his  offer  has  been  accepted,  and  arrange- 
ments are  being  made  to  deliver  the  shares  to  the 
buyer  and  collect  the  latter 's  cheque,  and  the  shares 
for  some  reason  should  suddenly  rise  to  Is.  6d.  or  2s.  9 
the  seller  repents  of  his  bargain,  and  instances  have 
occurred  where  in  such  cases  it  has  been  found  im- 
possible to  carry  the  operation  through.  In  such 
cases  a  lot  of  time  is  spent,  and  a  certain  amount  of 
letter-writing  and  drawing- up  of  documents  is  involved, 
but  all  to  no  purpose.  It  might  be  argued  that  the 
same  thing  might  happen  in  the  case  of  a  bargain  con- 
ducted through  the  London  Stock  Exchange,  but  the 
fact  is,  it  does  not,  or  so  rarely  as  to  be  of  no  con- 
sequence. Certainly  if  the  public  did  repudiate  their 
bargains  the  brokers  victimised  would  not  act  for  the 
guilty  parties  again.  It  happens  in  bad  times  that  a 
member  of  the  public  cannot  pay  his  broker  the  dif- 
ferences due  at  a  settlement,  and  then  the  broker 
suffers,  and  instances  are  not  unknown  of  this  in- 
ability of  clients  to  meet  their  obligations  on  pay  day, 
causing  the  default  of  the  broker. 

While  this  particular  outside  institution  is  not  likely  to 
attain  big  dimensions,  and  it  has  to  fight  the  great  ob- 
stacle of  having  no  power  to  enforce  bargains  provision- 
ally arranged  by  it,  it  is  probable  that  it  may  serve  a 
useful  purpose  in  facilitating  the  marketing  of  small 
amounts  of  low-priced  stocks  or  shares,  to  dispose  of 
which  in  the  Stock  Exchange  would  be  comparatively 
expensive.  A  man  wishing  to  buy  200  mining  shares, 
quoted  at  round  about  Is.  each  would  find  that  a 
comparatively  large  proportion  of  the  purchase  price 
would  be  represented  by  the  broker's  commission,  while 
the  ordinary  broker  would  not  mind  much  if  such 
small  operations  were  arranged  outside,  so  far  as  regards 
the  remuneration  he  derives  from  them.  In  such 
business  this  outside  exchange  may  prove  to  be  useful, 
and,  providing  a  bargain  is  not  repudiated  by  one  of 
the  parties,  business  in  small  lots  could  probably  be 
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carried  through  more  cheaply  than  in  the  recognised 
quarter.  It  is  perhaps  unnecessary  to  say  that  there 
is  no  question  of  this  particular  outside  institution 
breaking  faith  with  its  customers,  and  it  may  be  stated 
also  that  the  institution  does  not  conduct  any  specu- 
lative transactions — that  is,  transactions  involving  the 
carry-over  of  securities.  This  fact  alone  would  prevent 
it  ever  becoming  a  serious  rival  to  the  London  Stock 
Exchange,  for,  regrettable  though  it  may  be,  the  average 
member  of  the  House  largely  depends  for  his  living 
upon  speculative  operations  entered  into  by  the  public. 
If  only  genuine  investment  business  were  transacted 
in  Capel  Court  the  membership  would  have  to  be  very 
considerably  reduced.  Even  in  such  business  the 
public  will  probably  continue  to  patronise  the  Stock 
Exchange  proper  when  they  wish  to  buy  or  sell  any 
considerable  amount  of  stock,  and  to  make  certain 
that  the  business  will  be  duly  carried  out. 

It  may  be  a  fitting  termination  of  this  chapter  dealing 
with  the  relations  between  the  Stock  Exchange  and 
the  public,  therefore,  to  repeat  the  advice  so  often  given 
in  financial  papers — always  deal  through  a  member  of 
the  Stock  Exchange.  By  so  doing  the  public  may, 
on  occasions,  obtain  a  less  satisfactory  price,  or  pay 
a  little  more  in  commission ;  but  in  other  respects, 
they  should  have  no  cause  to  be  dissatisfied. 
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